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WATER 
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CONDUIT 
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IRRIGATION 


BUILDING 
FOUNDATIONS 


With a CLEVELAND on the job you can absolutely depend on 
getting the work done with speed and economy because CLEVELANDS have what 
it takes to deliver top performance in all sorts of soil and over the toughest terrain. 


Their rugged all-welded-steel fabrication assures the stamina to stand up under 
the toughest going—abundant power correctly applied keeps them rolling smoothly 
along—a wide range of transmission-controlled digging and travel speeds enables 
the operator to use the one best suited to the work in hand—all controls within 
instant reach of the operator and a clear view of the work at all times make for 
extreme ease of handling and maneuvering—low fuel consumption and quick, 
easy field repairs assure minimum operating and maintenance costs. These are 
but a few of the many reasons why you can always depend on your CLEVELAND. 


O100 ST. CLAIR AVENUE 
THE CLEVELAND TRENCHER CO. 72°07. o eho 
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BURNERS 


a 


We can design and make any 
kind of burner you need for 
any gas appliance. Call on us. 


Send for new Catalog on Appliance and 
Conversion Burners, and Pressure Regulators. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER BURNERS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








Executive Editor * Henny C. Spurr 
Editor * E.tswortH NICHOLS 
Managing Editor « Francis X. WeLcu 


Associate Editors * New H. Durry 
Donap E, RoBINsoN 

Ravpu S. CuHILp 

FRANKLIN J. Tobey, Jr. 

Financial Editor * OweN ELY 
Assistant Editor * M. C. McCartHy 


Pus.ic Utiities FortTNIGHTLY . . 
stands for Federal and state regu- 
lation of both privately owned and 
operated utilities and publicly owned 
and operated utilities, on a fair and 
nondiscriminatory basis; for nondis- 
criminatory administration of laws; 
for itabl an iminatory 
taxation; and, in general—for the per- 
petuation of ‘the free enterprise sys- 
tem. It is an open forum for the free 
expression of opinion concerning pub- 
lic utility — and allied topics. 
It is supported by subscription and 
advertising revenue; it is not the 
mouthpiece of any group or faction; 
it is not under the editorial supervi- 
sion of, nor does it bear the endorse- 
ment of, any organization or associa- 
tion. ie editors do not assume re- 
sponsibility for the opinions expressed 
by its contributors. 





$1.00 a Copy 
26 Issues a Year 
Annual Subscription Price 


FEB, 26, 1948 


$15.00 


blic 
Utilities 


FORTNIGHTLY 


VoLuME XLI 


FEBRUARY 26, 1948 


Nums 


ER § 








ARTICLES 


Investor, Indispensable Man 


Justin R. Whiting 


National Aspects of the Electric Power 


Business 


TVA Planning Huge Expansion 


ee, SEE H. P. Liversidge 
John P. Callahan 


Looming Financial Problems of Electric 


Utilities 


FEATURE SECTIONS 





Washington and the Utilities 
Exchange Calls and Gossip 
Financial News and Comment 
What Others Think 
The March of Events 


Progress of Regulation 


Charles Tatham, Jr. 


Public Utilities Reports (Selected Preprints of Cases) .... 


Pages with the Editors... 
26 


Utilities Almanack 


¢@ Industrial Progress 


6 @ Remarkable Remarks .. 


5 © Frontispiece 


21 © Index to Advertisers .... 


293 
296 
299 
307 
315 
322 
330 





Pustic Urttmities Reports, INc., PUBLISHERS 


Publication Office 


Executive, Editorial and Advertising Offices . 


Entered as second-class matter April 29 
1879, at the Post Office at Baltimore, 
1948, by Public Utilities Reports, Inc. Printed in U 


eee eee eee eee eteeee 


CANDLER BLpG., BALTIMORE 2, 


‘Md., 


Dec. 


Mp. 


.Munsey Bipc., WasHincton 4, D. C. 


1915, 2 antes the Act of March 3, 
lee 0p Copyrighted, 


Address all communications concerning the ForTNIGHTLY fo the 
publishers at Munsey Building, Washington 4, D. C. 


4 
































February 26, 1948 Public Utilities Fortnightly 5 








































yUMBER § 
@ San Francisco @ Pittsburgh 
— @ Los Angeles @ Washington 
@ Minneapolis ©@ Philadelphia 
e Chicago @ New York 
ng 267 © Detroit © Albany 
@ Cleveland @ Boston 
ge 274 
999 
an 282 Service Shops in Other Cities * Factory at South Norwalk 
Ir, 285 
HEN you need some quality control equipment in a hurry, call 
on your nearest Norwalk Valve branch. There’s a good chance 
293 that what you want is in stock. These convenient stocks of Norwalk 
296 products at 12 branches keep your installation crews working with- 
out interruption. 
ily 299 
307 Quality, workmanship and sound engineering are other good reasons 
why Norwalk leads in gas control equipment. You'll find qualified 
315 gas men at all 12 branches. 
322 
If your problem has to do with the proper control and regulation 
330 of gas, let Norwalk give you the benefit of its years of service to the 
Gas industry. We’ve been at it since 1878. 
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= 266 
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“A prophet is not without honour, save in his 
own country, and in his own house.” 
—St. MAtTTHEw, 
Chapter XIII, Verse 57. 


IT’ it is not too irreverent to paraphrase 
the Gospel, the foregoing quotation 
might aptly be applied to the role of 
“profit” in the country where it has 
reached its greatest and most useful 
estate. The very fact that our very sys- 
tem of free private enterprise necessartly 
must rest on a so-called “profit economy” 
has led a number of academic liberals 
to sneer at the “profit motive” as some- 
thing unfair or unfortunate in its effects 
on our political system as a whole. 


TuHIs, notwithstanding the acknowl- 
edged fact that our system has brought 
about a higher standard of living to a 
greater proportion of the national popu- 
lation than any other system in worl 
history. This tendency to discredit the 
profit motive as something unworthy has 
permeated the thinking of a number of 
our policy makers during the last decade 
or more, and finds reflection in many 
diverse laws, notably tax statutes. 





© Blackstone Studios 
JUSTIN R. WHITING 
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CHARLES TATHAM, JR. 


AND nowhere in either statutory or 
administrative law has the word “profit” 
become so scrutinized, if not actually sus- 
pect, as in the field of public utility regu- 
lation. Because of its local monopolistic 
status, utility operation must naturally 
yield to close supervision in the matter of 
the profit derived from rates. But the 
tendency to discredit any utility rate of 
return in excess of what might be called 
an “operating minimum” is having its in- 
evitable effect on the marketability of 
public utility securities. 


HE duty and responsibility of our 

great utility industries to provide 
an adequate plant to serve the public 
include the need for periodic expansion 
and financing of plant improvements. In 
the present period of much needed ex- 
pansion, the industry’s demands for fa- 
vorable financing are being seriously 
complicated by the unfavorable official 
attitude towards utility earnings. In this 
issue we present four feature articles, all 
dealing with various aspects of these two 
related problems of financing and ex- 
pansion, 


Justin R. WHITING, whose article on 
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8 PAGES WITH THE EDITORS (Continued) 


the rdle of profit in public utility 
operations leads off this series, is well 
known in industrial circles as a leading 
executive in the public utility field. Since 
July, 1940, he has been president of Com- 
monwealth & Southern Corporation, and 
also president of Consumers Power Com- 
pany of Michigan. Born in St. Clair, 
Michigan, in 1886, Mr. WHITING gradu- 
ated from the University of Michigan 
(LLB, ’07), and was admitted to the bar 
of that state in 1907. He practiced law 
in Jackson and Detroit until 1933, when 
he was admitted to practice in New York 
and became counsel for Commonwealth 
& Southern. He succeeded to the presi- 
dency of that organization when the late 
Wendell L. Willkie resigned to become 
a presidential candidate. Mr. WHITING 
is a director of a number of utility or- 
ganizations, and has been active in legal 
and professional associations, 


* * kK * 


NOTHER distinguished utility execu- 
tive is the author of the article “Na- 
tional Aspects of the Electric Power 
Business,” beginning on page 274. He is 
H. P. Ltversince, chairman, Philadelphia 
Electric Company. Born in Norristown, 
Pennsylvania, in 1878, Mr. LIveRsIpcE 
graduated from Drexel Institute as an 
electrical engineer (1898). In that same 
year he entered utility business with the 
old Edison Electric Light Company, and 
joined his present organization in 1902. 


H. P. LIVERSIDGE 
FEB, 26, 1948 


He worked his way up from inspector 


and substation operator to vice president = 


and general manager in 1926. He became ~ 
president in 1938, and has been chairman ~~ 
of the board since 1947, He also is a di- 
rector of a number of operating utility ~ 
companies, and has been especially active 
in the affairs of the Edison Electric In- 
stitute, the Association of Edison IIlu- 


minating Companies, and various engi- — §j 


neering and civic organizations, 


* * * * 


Cul TATHAM, JR., author of the ~ 
article entitled “Looming Financial > 
Problems of Electric Utilities” (begin- © 
ning on page 285), was educated in | 
Switzerland and Harvard College. In 
1928 he started working for the invest- 
ment counsel firm of Loomis, Sayles & 
Co. in Boston, where he served his ap> 
prenticeship in the analysis of public util- © 
ity securities. He subsequently worked 
for the Central Hanover Bank & Trust 
Company, as utility analyst, under Wil- 
liam M. Hickey, now president of United 
Corporation. In 1934 he became asso- 
ciated with the firm of Institutional Util- 
ity Service, Inc., which provides a com- 
prehensive investment service coverin 
the financial and operating statistics o 
our electric and gas utilities. He is now 
vice president of this organization. 


* * * * 


A important aspect in any discussion 
of public utility financing is the 
complication arising from the activity of 
the Federal government in the field of 
electric power operation. A decade ago 
the Tennessee Valley Authority was only 
the thin edge of a wedge of Federal 
power operation which has since grown 
until public power now accounts for over 
one-fifth of the industry’s output. In this 
issue we have an account of TVA’s fur- 
ther plan of expansion by a well-known 
utility news analyst of The New York 
Times, JOHN P. CALLAHAN, 


THE next number of this magazine will 
be out March 11th. 


The Eten 
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The account distribution CARD that gives utilities 
: the records prescribed by state and regulatory 
* MATERIALS bodies — and current FUNCTIONAL reports as 
* TRANSPORTATION well. 
* ACCOUNTS PAYABLE Here's how easily it's done -with Remington Rand 
» JOURNAL ENTRIES punched-card methods. Your basic information — 
Labor, Materials, Transportation, Accounts Pay- 
able, Journal Entries — is punched into tabulating 
cards like this. The cards are then machine-pro- 
cessed to prepare all records and reports required 
by the public utility commissions. And the same 
cards — automatically sorted on a functional code 
number — are quickly tabulated for any desired 
cost reports. 
Remington Rand punched-card methods can “func- 
tion” profitably for you. For more information, just 
write Public Utilities Dept., Tabulating Machines 
Division, 315 Fourth Avenue, New York 10, N. Y. 
HINES 
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CONVERTIBLE DEBENTURES AS A MEDIUM FOR 
FINANCING 


Much has been written abot the problem of convertible 
debentures from the investor point of view, but here is an 
article from the pen of a well-known utility security analyst, John 
F. Childs, of the Irving Trust Company, explaining how this 
valuable financing device may serve a timely purpose in public 
utility financing with full protection to the investor. 


YOU ARE PUBLIC SERVICE 


Whether the public utility employee realizes it or not,” he 
represents his company in the community. It is a responsibility 
which has both obligations and compensation. E. Cleveland 
Giddings, vice president of the Capital Transit Company, gives 
the public utility employee a straight-from-the-shoulder message 
on this relationship in a manner in which the average employee 
will understand and approve. 


NARUC LEGISLATIVE PROGRAM 


Late in January the executive committee of the National 
Association of Railroad and Utilities Commissioners held a most 
important meeting to decide on legislative and reg’:'atory poli- 
cies for the next year. Arnold Haines, professional writer of 
business articles, describes the significance of these decisions 
in terms of interest to the regulated public utility industries. 


IS THE ATOMIC ENERGY COMMISSION TO BE 
TRUSTED? 


Probably no regulatory commission in existence has such a 
terrific responsibility as the ''baby'’ of all Federal commissions, 
the Atomic Energy Commission. Yet already it is being threat- 
ened by a controversy which goes back before its very existence. 
Win Nelson, Washington newspaper correspondent, sketches 
this back-of-scenes tug of war, with stress on the utility industry 
stake in the control of atomic fission. 
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A | SO .. « Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, review, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, employees, investors, and others. 
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Note the various tabulations that have been made for each kilowatt hour—from 0 to 


10,000. 
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CBaukble Cake 


“There never was in the world two opinions alike.” 


—MONTAIGNE 





Witi1am ADAM, Jr. 
President, Ajax Electric Company. 


Dewitt EMERY 
President, National Small Business- 
men’s Association. 


EpiTor1AL STATEMENT 
The Wall Street Journal. 


Letio Basso 
Secretary, Italian Socialist party. 


Paut H. Nystrom 
Professor of marketing, Columbia 
University. 


Eart BuNTING 
Chairman, National Association of 
Manufacturers. 


JoHN TABER 
U. S. Representative from 
New York. 


Eprror1AL STATEMENT 


Chicago Journal of Commerce. 


James B. Conant 
President, Harvard University. 


“|. . free enterprise means actually open competition 
free of all shackles.” 


* 


“Is Congress going to control the bureaucrats or are the 
bureaucrats going to control Congress ?” 


oa 


“ _.. when a figure gets dressed up in the clothes of 
precision it turns into a despot and its owner forgets how 
to think.” 

* 


“In our fight against American imperialism the Italian 
Socialist party is actually defending the interests of Amer- 
ican workers and American democracy.” 


* 


“The most fundamental factor of our present inflation 
is that there are enough goods. . . . The real answer, 
the only answer to this problem, is more production.” 


* 


“It is competition that sets the pace in the world— 
yesterday, today, and for all the years to come. ... Those 
in the right and left ditches cry out against competition.” 


* 


“If there is ever going to be any solvency in this country 
we have got to trim this budget down to size. Then people 
can work for themselves, instead of supporting padded 
bureaucrats.” 


* 


“When every worker relegates the union to its correct 
status as a bargaining agent, not a behind-the-scenes boss, 
productivity will zoom. An esprit de corps on the part 
of each employee toward the company he works for—is 
the idea really so old-fashioned ?” 


¥ 


“The nation has a right to demand of its educational in- 
stitutions that the teachers dealing with controversial sub- 
jects shall be fearless seekers of the truth and careful 
scholars rather than propagandists. But granted honesty, 
sincerity, and ability, there must be tolerance of a wide 
diversity of opinion.” 
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VALVES 


Forty-two inch ring follower 
gate valve for hydro-electric 
development with rated head 
of 470 feet. Shop tested to 
pressure of 500 pounds per 
square inch. 


LARGE VALVES 
TO MEET YOUR 
SPECIFIC ~REQUIREMENTS 
CASTINGS—FORGINGS 


Newport News Shipbuilding 
and Dry Dock Company 


Newport News, Virginia 
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REMARKABLE REMARKS—( Continued) 


F, H. MarsH 
Chairman, Bank of Toronto. 


Louis M. HACKER 
Professor of economics, Columbia 
University. 


A. W. ZELOMEK 
Economist, International Statistical 
Bureau, Inc. 


Lammot bu Pont 
Retired executive, E. I. du Pont 
de Nemours & Company. 


KENNETH C, ROYALL 
Secretary of the Army. 


Epitor1AL STATEMENT 
Business Bulletin, Cleveland 
Trust Company. 


GrorcE WHITNEY 
President, J. P. Morgan & Com- 
pany, Inc. 


R. W. VALENTINE 
Halsey, Stuart & Company, Inc. 


Grorce E. SoxoLsky 
Columnist. 


E. V. MurPHREE 
President, Standard Oil Develop- 
ment Company. 


“Citizens should confine their buying to essential pur- 
chases and resist prices which outrage both pocket and 
mind.” 

es 

“ | .. with the achievement of Communism—the aboli- 
tion of the wage system—a static world for all time sets 
in.” 

w 

“The trend of general business activity in 1948 will be a 
more important factor in most markets than government 
action.” 


> 


“The system of free private enterprise, based on the 
sanctity of capital, cannot continue to prosper if tax rates 
are so high as to stifle the incentive to make risk invest- 
ments in business.” 


* 


“We must realize that there is a dollar limit on what 
this country can spend for national defense. There is an 
absolute limit beyond which we cannot go without endan- 
gering the economic security of the country.” 


> 


“This country faces such opportunities that it can have 
almost any measure of prosperity it is determined to 
achieve. But prosperity is not to be had for the wishing; 
it must still be earned—and fortunately it can be.” 


* 


“There is no magic formula or patent medicine to cure 
inflation. It is still true that the only real answer lies in 
greater enterprise and in greater production, more saving, 
and less spending by the government and by the people.” 


* 


“ .. a broad program of public education is needed 
to establish the fact that thrift is a virtue and not a vice, 
that the accumulation of savings and their investment in 
productive enterprise contributes to the demand for labor 
and the maintenance of employment.” 


> 


“The cost of government is making each individual 
American poorer every year. The cost of government is 
working a revolution in American life. It must be cut 
drastically if we are not to be conquered by our expendi- 
tures—a worse conqueror even than war.” 


* 


“After making allowances for a continuing supply of gas 
for heating and other purposes, some 300,000 to 500,000 
barrels per day of synthetic oil products might be produced 
from natural gas. However, the problem arises whether 
natural gas should be used for gasoline or solely for heat- 


ing purposes.” 
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AN UNFAILING ADVANTAGE 


Whatever your control requirements may be, it is conceded that the 
switch in a control warrants first consideration, due to its functional character- 
istics. All Mercoid Controls are equipped exclusively with hermetically sealed 
mercury switches of special design and critically selected materials @ Mercoid 
mercury switches are known the world over for their dependable service. They 
are not affected by dust, dirt or corrosion; nor are they subject to,open arcing 
with its attendant consequences of pitting, sticking or oxidized contact sur- 
faces, all of which, are likely to interfere with normal switch operation @ 
That is why among other things, Mercoid Controls on the whole give you 
assurance of better control performance and longer control life-a distinct 
and unfailing advantage —the reason why they are also the choice of America’s 
leading engineers for many important industrial applications. 


Catalog Sent Upon Request 
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Irvttation to 


Forsblom & Parks, Architects 


a “get-together” 





You are interested in promoting the 
proper use of light in your community. 
Merchants are interested in suggestions 
that will benefit their business. And we are 
interested in more store modernization 
work. So, let’s get together. 

Thousands of merchants from coast to 
coast, who have modernized their stores 
with Pittsburgh Glass and Pittco Store 
Front Metal—who have followed the light- 
ing recommendations of local utilities— 
have proved that such action results in 
more customers, increased sales and profits. 


A great many more retailers—spurred on 
by our consistent advertising campaign in 
twenty-three trade papers —are keenly 
alive to the benefits of store remodeling. 

Now is the time for really concentrated 
and cooperative action. Working together, 
we are sure that we can more effectively 
serve the individual merchant and the 
community as a whole. In discussing store 
modernization with your customers, our 
experience and knowledge are at your dis- 
posal. We invite you to call on our spe- 
cialists at any time. 


“PITTSBURGH 


STORE FRONTS 
AND INTERIORS 


Ip PAINTS « GLASS + CHEMICALS * BRUSHES «+ PLASTICS 


Lo oe VR GH PLATE 


ot. A-S:2 COMPANY 
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No other electric 
range offers so many 
features that mean 
Satisfied customers 
on your 

power lines 





®@ Only Presteline offers your customers for all the pots and pans a housewife 
a choice of four different top uses in meal preparation. Plus 
arrangements—including the child- handy rack for other kitchen tools. 
otecting Safety Top shown here. 
ae ee @ Only Presteline offers Automatic Presto 
®@ Only Presteline offers the largest oven Deepwell-Pressure Cooker and 
of any nationally-advertised electric Wel-Com-Up that provides fourth 
range. Saves time and work by surface cooking unit. Optional. 
cooking larger meals in one operation. 


®@ Only Presteline has the Broil-R-Roaster 
with 3-position rack for all-over heat 
penetration that assures perfectly 
roasted and broiled meats. 


@ Only Presteline combines so many 
wanted features, such as automatic 
cooking at 3 points, 7-speed ThermOrod* 
surface units, push-button oven 
pre-heating, super-speed oven 

®@ Only Presteline gives a storage elements, all-welded wrap-around steel 
compartment so large—plenty of room construction. 


heo 


ELECTRIC RANGES AND WATER HEATERS 
Products of PRESSED STEEL CAR COMPANY, INC., Since 1899 Makers of Fine Steel Products 
Domestic Appliance Division, 666 Lake Shore Drive, Chicago 11, Illinois 
#T. M. Reg. U. S; Pat. Off. Applied For 
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THERE'S A GRINNELL HANGER FOR EVERY PIPING REQUIREMENT 


1000° 

STEAM 
TAKES A LOT 
OF “HOLDING” 


@ForGceED of Chrome Vanadium Steel the Fig. 224 
Pipe Clamp is a new “king” in the Grinnell Pipe 
Hanger line. It is the only commercial pipe clamp de- 
signed for service up to 1000° F. steam. Available in 
seven pipe sizes, from 4” to 16”, each with established 
load rating. Complies with the Code for Pressure 
Piping. 

The kind of engineering and practical piping exper- 
ience that makes possible the development of pipe 
hangers for extreme cases is applied to every Grinnell 
Pipe Hanger. From simple supports for household 
water piping to constant-support suspensions for super- 
pressure piping, Grinnell Hangers are built to do their 
jobs correctly and economically, 


GRINNELL COMPANY, INC. 
Executive Offices, Providence 1, R. I. 


Branch Warehouses 
Atlanta 2, Ga. Kansas City 16, Mo, Philadelphia 34, Pa. 
Charlotte 1, N. C, Los Angeles 13, Cal. Sacramento 14, Cal, 
Chicago 9, Ill. Milwaukee 3, Wis. St. Louis 10, Mo. 
Cleveland 14, O. Minneapolis 15, Minn. St. Paul, Minn. 
Cranston 7, R. I. New York 17, N. ¥. San Francisco 7, Cal. 
Houston 1, Tex. Oakland 7, Cal. Seattle 1, Wash. 


Steel Pipe Clamp Fig. 224 
—an exclusive 
Grinnell development 


wuensver PIPING is invoivee 
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Advantages of Kinnear 
—‘ Steel Rolling Doors 


Rugged all-steel construction. 
Coiling upward action. 


Effective counterbalance. 
Every doorway gives you an ‘‘opening’’ for more efficient = * A 
traffic and materials-handling, shipping or warehousing. Flexible interlocking steel-slat 
Just install sturdy, dependable KINNEAR Steel Rolling construction. 
Doors. They feature an all-metal door curtain of rugged, . 
flexible, interlocking slats, The curtain coils compactly Motor "Seon, nt remote 
overhead, clearing the opening completely, saving wall and control if desired. 
floor space, and remaining out of reach of damage when = [yndividually engineered for 
open. For additional advantages of quick, labor-saving, each opening 
push button control, KINNEAR Motor Operators may be 4 
added. 





Many others. 


THE KINNEAR MANUFACTURING COMPANY 
2060-80 Fields Avenue Offices and Agents 1742 Yosemite Avenue 
Columbus 16, Ohio In All Principal Cities Sen Francisco 24, Calif. 


ROLLING DOORS 
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TURN RUST LOSSES INTO DIVIDENDS 


THIS BOOK TELLS 
YOU HOW 
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{ Annual Radio Conference begins, University of Oklahoma, Norman and Oklahoma 
City, Okla., 1948. 





{ Pennsylvania Electric Association, Transmission and Distribution Committee, ends 
meeting, New Castle, Pa., 1948. 








G Pas Utilities Association will hold annual convention, Oklahoma City, Oklza., 
Mar. 11, 12, 1948. 











b | its panes Manufacturers Association will hold meeting, Chicago, Ill., Mar. 
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b | Spagices Society of Mechanical Engineers begins spring meeting, New Orleans, La., 








4 Canadian Electrical Association will hold western conference, Calgary, Alberta, g 
Canada, Mar. 15—17, 1948. 





{ Association of Highway Officials of North Atlantic States begins annual meeting, 
Atlantic City, N. J., 1948. 








9 Texas Telephone Association will hold convention, Galveston, Tex., Mar. 15-17, 1948. 





American Water Works Association, Kansas Section, will hold meeting, Wichita, Kan., 
Mar; 18, 19, 8. 





q New England Gas Association will hold annual meeting, Boston Mass., Mar. 18, 19, 1948. 





q st”. ee Telephone Association will hold convention, Lexington, Ky., 
Mar 





{ Canadian Association of Broadcasters begins annual meeting, Quebec, Canada, 1948. 





1 7 ae Gas Association will hold annual convention, Galveston, Tex., Mar. 24-26, 
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q Eastern National Gas Regional Sales Conference begins, Pittsburgh, Pa., 1948. @ 
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Investor, Indispensable Man 


Without him the pressing need for prompt utility plant expan- 

sion to serve the public need cannot be met; and unless the 

incentive of a reasonable return or dividend is offered capital 
will not be risked. 


By JUSTIN R. WHITING* 
PRESIDENT, COMMONWEALTH & SOUTHERN CORPORATION 


plest form in a state of war. 
Applied to an industrial nation 

like ours, it reaches out at such a time 
into all activities. It is swift in accom- 
plishment because everyone is moti- 
vated by a desire that his country 
speedily vanquish the enemy. Six years 
g0 we were catapulted into this kind 
of a Federal state. No one made seri- 
ous objection to giving broad powers 
to the Federal government to regiment 
people and all business for the sole 
purpose of our military requirements. 


Sis Socialism exists in its sim- 


*For additional personal note, see “Pages 
with the Editors.” 
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Taxes were greatly increased to finance 
the war. 

When the war was over our problem 
was to throw off this yoke of regi- 
mentation, reduce taxes, and get back 
to a free economy. It was such an 
economy that built this nation up to a 
point that made it possible to accom- 
plish that which our enemies thought 
to be impossible. This getting back re- 
quires a complete reversal in the man- 
ner of thinking and procedures pur- 
sued during wartime. Most nations 
have been incapable of undertaking 
this reversal. The United States and 
its neighbor at the North, the Do- 
FEB, 26, 1948 
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minion of Canada, stand virtually 
alone in undertaking to go back to a 
system where the principal basis of 
accomplishments of the individual lies 
in his mental, physical, and spiritual 
capacity to pursue his opportunities. 
Private property, the law of supply 
and demand, and the profit motive are 
the guiding principles of this scheme 
of things which have been largely re- 
sponsible for our having attained the 
highest standard of living in the world. 
This is the civilization we fought to 
preserve. We are engaged today ina 
global effort to help sustain other 
nations of the earth through our gen- 
erosity in food and rehabilitation until 
they may help themselves. This is at 
most a transitory approach to the prob- 
lem. If our system of private prop- 
erty, rather than public property, is 
right and good for the greatest num- 
ber, than the best way to give it world 
recognition is to make it work success- 
fully so that the people of other nations 
will observe its success and desire to 
emulate its virtues. Even if we do not 
desire to affect other nations, for the 
purpose of our own well-being and 
security, we must make it work. Any 
other course leads to the all-powerful 
state, public ownership of all property, 
and a lowering in our standard of liv- 
ing. The world-wide issue of today 
may be simply stated : “Who shall own 
property, the people or the state?” 


HE fruits of World War II, as 

of other wars, include a great in- 
crease in the money supply and a huge 
deficiency in many types of material 
and in the products of manufacture. 
Although the so-called excess profits 
tax was repealed and business has 
made great progress in reconversion 
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since VJ-Day, the demand for goods, 
at home and abroad, is still high, and 
this demand, coupled with the in. 
creased money supply, has had a two- 
fold impact on the volume of activity, 
expressed in dollars. Actual physical 
expansion, plus the increased cost of 
all materials, commodities, property, 
and labor, calls for large supplies of 
new capital in all business, be it hous- 
ing construction, petroleum produc. 
tion, manufacturing, banking, insur 
ance, or whatnot. 

Reflecting the expansion of industry 
in general, the electric and gas utility 
industry has just completed a year of 
the biggest business in its history. 
Based on capital of some 16 billion dol- 
lars, this industry is now next in siz 
to the railroads. In order to meet the 
growing demands for its service, the 
electric branch of the business has 
undertaken a huge expansion program 
which will not be completed before 
1951. The gas utilities are expanding 
as fast as the supply of natural gas and 
steel pipe will allow. This expanding 
business is intimately keyed to t 
future development of the number one 
industrial nation of the world. Busi- 
ness on all sides is good, with no signs 
of letup. On the other hand, equity 
stocks of good, sound utility operating 
companies are selling down today on 
basis which makes the sale of commot 
stock to raise new money a doubtful 
means of finance or, at most, unreasot- 
ably costly. What is the cause of this 
seeming paradox? 


HE American Institute for 

nomic Research, back in Jun 
1946, advised its subscribers that ele 
tric utility common stocks were unat 
tractive for investment at that time 
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Among other reasons given were 
these: “The inability of the electric 
utilities to report net income equal to 
1929 levels, in spite of a 156 per cent 
gain in the volume of business, clearly 
indicates the serious difficulties en- 
countered by these companies.” And, 
again, “Finally, as the possibilities of a 
severe inflationary period become 
greater, the inability of the electric 
utility companies to adjust rates read- 
ily in order to offset rising operating 
costs under inflationary conditions 
must be given greater weight by the 
investor.” 

Such comments as these are one 
man’s way of saying that if capital in- 
vested in utility securities does not 
receive a return commensurate with 
that obtainable in other industries, new 
capital will simply avoid the utility 
field. Further, events of past years, 
both at home and abroad, have caused 
a fear in the minds of owners of avail- 
able funds that the utility industry may 
be socialized. In these circumstances, 
no one can blame investors for pre- 
ferring other types of securities. 


< $64 question in 1948 for the 
utility industry is : “How is it go- 
ing to pay for the construction de- 
manded of it?” All industry is con- 
fronted with this problem to a degree. 
The problems of the utility industry 


e 


are magnified because it has a greater 
investment as related to gross revenue 
than any other. Even at the present 
unusual operation of plants it turns 
over its capital only once in four years. 
It has invested in plant about $45,000 
for every employee engaged in the 
business. These are the tools it must 
provide for its workers. 
Approximately one-half of the 
capital of the average utility is raised 
by first mortgage bonds. Ninety per 
cent of these are owned by institutional 
investors such as banks, fiduciary 
trusts, colleges, and insurance com- 
panies. Another one-quarter of the 
capital is represented by preferred 
stock. This is owned by institutional 
investors and individuals primarily 
seeking security of investment. This 
leaves the balance of 25 per cent, or 
more when there is little or no pre- 
ferred stock issued, to be supplied by 
common stock. This is in truth and in 
fact “risk capital.” The first two lay- 
ers of securities have preémpted a first 
call on the earnings. Yet the commis- 
sions today insist on “accredited 
ratios,” meaning that common stock 
should represent from “25 to 50 per 
cent” of the corporation’s capital. Such 
a course is sound finance if it carf be 
accomplished at a reasonable cost. This 
is where the rdle of profits comes in, It 
is impossible to market utility common 


try? Do they want profit in an industry owned by themselves 


q “WuicH ownership do the people want in this vital indus- 


and operated by businessmen representing them, or do they 
want the utilities to be owned by the state? They want to own 
it themselves; employees, customers, businessmen, insurance 
companies, investment trusts, universities, and all manner of 
investors have a share in the ownership of this business.” 
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stock on any other basis than good 
earnings. The prospective common 
stockholder wants to know, “Is the 
company showing good earnings today 
and what is it going to earn next year 
and in the years to come?” 


HE flow of “equity” or “risk” 
capital into business is greatly im- 
peded by our present tax laws. Numer- 
ous suggestions for amending the tax 
laws have been made, such as: reduc- 
ing taxes on the moderate income 
group which formerly produced the 
greater part of the risk capital; apply- 
ing the community property principle 
to all taxpayers; reducing the capital 
gains tax; giving a credit to individ- 
uals against dividend payments; and 
allowing corporations accelerated de- 
preciation on the basis of a 5-year 
period on present-day construction, 
similar to that in effect during the war. 
Such amendments would be helpful 
at this period to all business, especially 
the utility industry. They would en- 
gender again an incentive for the in- 
dividual to risk capital in American 
business. Such incentive is not present 
today. The utility business, however, 
cannot wait for congressional action 
along these lines. Its needs are urgent. 
Unlike other businesses, it is not al- 
lowed to postpone construction and 
expansion in the hope of lower costs or 
to await a time to finance soundly. The 
public duty of a public utility is to 
expand so as to meet the needs of its 
customers. In the year just ended the 
utility industry invested 1.2 billion dol- 
lars in its properties in order to render 
necessary service. Substantially no re- 
turn is shown on these property addi- 
tions. During the past ten or fifteen 
years it has been possible for utilities 


to reduce rates or maintain them at low 
levels by reason of the reduced cost of 
money, the increase in efficiency of 
plants, and the war restriction in con- 
struction resulting in operation at a 
high load factor. The trend of these 
factors has now reversed. 


) is well recognized that when we 
arrive at such a point we must ex- 
pect to increase rates if we are to 
complete this large construction pro- 
gram. At the annual meeting of the 
National Association of Railroad and 
Utilities Commissioners held in Bos. 
ton last July, the report of the com- 
mittee on rates of public utilities said 
this, among other things: 


There is only one answer, if our utilities 
can even —_ to cope with the inflationary 
aspects of their construction program, 
erating costs are already beginning to be 
severely felt by our steam-generating elec- 
tric companies and manufactured gas com- 
panies. Profits have been held principally 
from increased load on present facilities. 
Unless more economical use can be made of 
the facilities in the future than has been 
made of them in the past, then we must of 
necessity expect requests for rate increases. 

During the past year, increased rates 
have been allowed 30-odd manufac- 
tured gas companies by 14 dit 
ferent state commissions. The rail 
roads have been granted three freight 
increases and numerous passengtf 
increase since VJ-Day. In addition, 
on December 23rd last, they were given 
a 25 per cent increase for carrying mail, 
retroactive to February 19, 1947. The 
Bell telephone companies have beet 
granted increases in some 28 states 
and have applications pending in nt- 
merous others. The only reason the 
electric and natural gas utilities havt 
not been in the forefront of this move 
ment is because of the time lag result 
ing from the lower percentage of 


FEB, 26, 1948 270 





t low 
st of 
y of 
con- 
at a 
these 


n we 
st ex- 
re to 
pro- 
f the 
1 and 
Bos- 
com- 
; said 


stilities 


INVESTOR, INDISPENSABLE MAN 








a 
x 
<9 


The $64 Question 


¢¢ HE $64 question in 1948 for the utility industry is: ‘How is it 

going to pay for the construction demanded of it? All industry 

is confronted with this problem to a degree. The problems of the utility 

industry are magnified because it has a greater investment as related to 

gross revenue than any other. Even at the present unusual operation of 
plants it turns over its capital only once in four years.” 





wages in their operating costs as 
compared with the companies men- 
tioned. These operating expenses with 
increases in coal, etc., have now caught 
up with and outrun the increases in 
revenue. We are experiencing again 
what the industry went through in 
1918, 1919, and 1920 when electric 
and gas rates were quite uniformly in- 
creased because of the same increased 
costs of operation resulting from 
World War I. 


~~ is being said these days as to 
the method of arriving at a rea- 
sonable rate in the utility business. 
Since the Hope Gas Case,’ one hears 
pronouncements as to the “end result” 
being reasonable, “net investment ‘rate 
base” as distinguished from the “fair 
value” doctrine, and courts upholding 
determinations of commissions on 
whatever bases if the rate allowed is 
teasonable. All these procedures in 
considering the rate problem are in- 
teresting and may have different appli- 


(1944) 320 US 591, 51 PUR NS 193, 200. 
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cations dependent upon the statutes of 
the state in which the utility operates. 
But these matters are, in the broader 
sense, inconsequential as compared to 
our over-all problem of today. The 
Hope Case states one principle in com- 
mon with all these different procedural 
views wherein Mr. Justice Douglas 
says: 
. . . the investor interest has a legitimate 
concern with the financial integrity of the 
company whose rates are being regulated. 
From the investor or ey oy point of view 
it is important that there be enough revenue 
not only for operating expenses but also for 
the capital costs of the business, These in- 
clude service on the debt and dividends on 
the stock. . . . By that standard the return to 
the equity owner should be commensurate 
with returns on investments in other enter- 
prises having corresponding risks. That re- 
turn, moreover, should be sufficient to assure 
confidence in the financial integrity of the 


enterprise, so as to maintain its credit and 
to attract capital. 


HIs is the common ground upon 
which all regulation at this time 
must focus. It is a truism that strikes 
at the integrity of investment in a 
privately owned public utility. Those 
states which are alive to this principle 
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of utility regulation and thus foster the 
necessary financing for the construc- 
tion needed within their boundaries 
will lead in building up all industry 
generally within their territory. On 
the contrary, a state that does not take 
cognizance of this principle will not 
enjoy the development which will oth- 
erwise be engendered. Unrealistic reg- 
ulation not based on present-day eco- 
nomics may well lead to costly financ- 
ing, cancellation of construction pro- 
grams, or public ownership. Investors 
are well informed today and seek in- 
vestments in securities in utilities in 
the jurisdiction in which they believe 
their integrity will be preserved by eco- 
nomic considerations. Dr. Lionel D. 
Edie, a well-known economist, in his 
recent Outlook for Public Utilities, 
said among other things : 

What is a fair return for a public utility? 
After more than a decade of New Deal 
philosophy one is tempted to say that a fair 
return is what the regulatory authorities and 
the courts make it. This would be a reason- 
able description of the recent history of rate 
making. However, a fundamental change 
has occurred in public utility economics since 
the war. This change is the development of 
large-scale construction requirements which 
far exceed the industry’s capacity to gen- 
erate funds internally. The investor has re- 
appeared as a factor in utility operations. 
The industry needs his money. It will have 
to meet his terms. Thus, thinking on public 
utility economics needs to be reoriented to 


a new state of affairs in which the investor 
has become the indispensable man. 


7 by these principles, the 
burden is cast upon management 
and the commissions to act promptly 
to the end that this construction pro- 
gram so vitally needed may go for- 
ward, soundly financed, in a manner 
that pays its own way. The necessities 
of the situation require that manage- 
ments generally take their respective 
commissions into their confidence and 
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bring the condition of the utilities to 
their attention without delay. And the 
commissions will give the problem the 
consideration it requires. During the 
past fifteen years, while rates were be- 
ing reduced, a method of conference 
procedure has developed. By this 
method, rates have been reduced 
promptly without the delay of formal 
proceedings. During these years com- 
missions and their representatives have 
been frank to say that when the table 
was turned and increases were required 
they would gladly give justifiable in- 
creases by the same method. As Nel- 
son Lee Smith, chairman of the 
FPC, in his article in Pustic Uritt- 
TIES ForTNIGHTLY,’ of November 6, 
1947, so well said: 

Notwithstanding present judicial tenden- 
cies to sustain expert administrative action 
if supported by “substantial evidence,” it is 
safe to say that the “end result” doctrine 
must be interpreted by the regulatory com- 
missions as increasing, rather than diminish- 
ing, their burden of responsibility to achieve 
equity in their rate and revenue adjustments. 
It is a measure of procedural discretion that 
they have been granted, in the exercise of 
their informed judgments, not liberty to dis- 
regard or to assume lightly their obligation 
to see to it that investors as well as custom- 
ers are treated fairly. 

i has been the history of all business 
that capital flows in volume when 
profit expectations are most favorable. 
Today, in the utility industry, profit is 
again the key to financing the huge 
construction program demanded. 

In 1932, based on generating c- 
pacity, 9 per cent of the industry was 
publicly owned. Today, after passing 
through the depression of the ’30’s and 
the reforms that followed, the industry 
is 20 per cent publicly owned. 

Which ownership do the people want 
in this vital industry? Do they want 


® Vol. XL, No. 10. 
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profit in an industry owned by them- 
selves and operated by businessmen 
representing them, or do they want the 
utilities to be owned by the state ? They 
want to own it themselves ; employees, 
customers, businessmen, insurance 
companies, investment trusts, universi- 
ties, and all manner of investors have 


a share in the ownership of this busi- 
ness. They want to see it prosper and 
grow, through the ups and downs of 
our economic cycles so that we may 
prove to ourselves and others that free 
enterprise, private property, and profit 
are still the keystone to our own well- 
being and security. 





Year-end Thoughts on Power Supply 
ce A MITTEE of experts recently completed an exhaustive 


survey of the nation’s electric power supply and the 
growth of demand. The findings, which are of country-wide 
interest, have been released by the Edison Electric Institute. 

“First of all, there is little likelihood of serious power short- 
ages now or in the future. When the winter peak demand oc- 
curs ... there will be a margin of reserve capacity of about 5 
per cent for the country as a whole. 

“From the long-pull stand point, the most interesting part of 
the experts’ survey deals with the huge construction program 
now being carried on by the utility industry. Two months ago, 
installation of new generating capacity caught up with the 
growth of new power demand, and is now substantially exceed- 
ing it. The program will extend over a period of fe years, 
and its goal is to establish a reserve capacity of 15 to 25 per cent. 

“To achieve that, 18,000,000 kilowatts of new generating 
capacity will be added by the end of 1951. And it may come 
as @ surprise to those who have been confused by all the talk 
about public power to learn that more than 15,000,000 of those 
kilowatts will be installed by privately owned companies. The 
electric industry is going quietly ahead and spending billions 
to serve the needs of America. It is creating enormous taxable 
assets for all units of government, instead of tax-exempt, 
special privilege properties such as the Federal power projects. 
It is selling the power at extremely low rates which must be 
approved by public regulatory agencies. It is demonstrating 
again that private enterprise works.” 

—Excerrt from Industrial 
News Review. 
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National Aspects of the 
Electric Power Business 


A long look into the future for the electric power industry by one of tts 

leading executives indicates that over the next five years there is no rea- 

son for pessimism. These privately owned, business-managed public 

utilities are moving ahead with constructive development on all lines, and 
are planning better things for the nation as a whole. 


By H. P. LIVERSIDGE* 
CHAIRMAN, PHILADELPHIA ELECTRIC COMPANY 


LITTLE more than two years ago, 
Ait nation was just emerging 
from a titanic struggle which 

had engulfed the world—and with it 
the lives and fortunes of freemen 
everywhere. The war is past and now 
we are faced with the staggering prob- 
lems of postwar reconstruction. 
Thanks to a number of factors, this 
industry emerged with its basic ele- 
ments sound. At the outset, govern- 
ment estimates indicated that, as the 
war demands moved forward, an 
alarming national shortage of approx- 
imately 10,000,000 kilowatts of gen- 
erating capacity would develop over 
and above that which was then being 
planned by the industry. As a matter 
of record the planned additions of 8,- 
000,000 kilowatts of capacity by the 





*For additional personal note, see “Pages 
with the Editors.” 
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met the demands placed upon them cay 
during that period. The stories behind aq 
the dramatic results that made this 
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also add the necessary reserves to ade- 
quately safeguard continuity of serv- 
ice. This great expansion and the 
requisite capital to carry it out are 
among the most immediate of the in- 
dustry’s pressing problems. 


Increased National Productivity 


‘> the lay mind, 5-year predictions 
may appear to border on nebulous 
thinking ; in fact, a decade ago we were 
reasonably safe with estimates one 
year in advance. This, however, does 
not suffice today; we either plan for 
five years or we lose our place in the 
manufacturers’ delivery schedules. 
Such are the startling changes that 
have occurred in our industrial tempo 
since the prewar period. And so, as 
never before, we are put to the neces- 
sity of long-range estimating of the 
demands that will enable us adequately 
to keep ahead of requirements and at 
the same time provide the requisite 
capital needed for these physical plant 
additions. 

From a personal viewpoint, with as 
conservative an approach as the over- 
all facts seem to justify, and with the 
perennial predictions of some gloomy 
economic crystal-gazers ringing in my 
ears, barring the ever present possibil- 
ity of a so-called international incident, 
it is my opinion that this industry will 
be called upon to take care of a higher 
rate of expansion during the next five 
years than at any period in its history. 

In fact, there are many justifiable 
reasons to support the belief that our 
growth will be at even a higher rate 
than the nation’s expanding economy. 
From the electric industry viewpoint, 
the present outlook offers little on 
which a pessimist can base his pre- 
dictions. 


NATIONAL ASPECTS OF THE ELECTRIC POWER BUSINESS 


275 


Record-breaking Demands 


“ypnae, record-breaking demands 
for electricity are crowding the 
production capacity of existing plants. 
High prices and the high level of in- 
dustrial and commercial activity are 
important factors behind this un- 
paralleled demand. Power is cheaper, 
relative to other prices, and it is being 
put to work in more ways and more 
often than in the past. 

The tightest squeeze, so far as meet- 
ing these demands is concerned, will 
probably occur this winter during the 
period of peak-power use. While pres- 
ent indications are that the industry 
will get by safely, the gap will be 
narrow. 

Latest forecasts are that industrial 
production will be maintained some- 
where near present levels for some 
time into the future. It is now over 
two years since VJ-Day and we are 
still experiencing shortages in many 
items of trade. How many more years 
will be needed to fill the backlog of 
orders before there is a settling down 
to what might be considered a “normal 
demand” is indeed hard to predict. 

Industry most certainly will con- 
tinue to mechanize every possible 
operation to minimize manufacturing 
costs. There is very appreciable evi- 
dence of the increasing use of power 
for automatic machines that will speed 
up output and reduce the over-all cost 
of production. This will include many 
electronic devices, the increased use of 
energy for greater lighting intensities, 
infrared applications, air conditioning, 
ventilation, and other usages that will 
improve production efficiencies. 


N the commercial field, our future 
planning is based on a continuation 
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of the growth that has been in evidence 
during the postwar period. So long as 
industrial production continues at 
present levels, we can expect increases 
in commercial sales, for these custom- 
ers will add new equipment or increase 
the use of existing services so long as 
economic conditions permit them to 
do so. 

In the residential field, no accurate 
estimates are possible. Suffice it to say 
that all during the war period, when 
residential building was practically at 
a standstill, there was a constant in- 
crease in average use per customer. In 
view of the great future possibilities in 
this field that will follow large-scale 
new home construction and a full sup- 
ply of wanted electrical appliances, any 
attempt to predict the magnitude of 
future growth would probably seem 
fantastic. 

At any rate, household appliances 
are being produced at record-breaking 
levels to catch up with popular demand. 
Some 18,000,000 radios alone were 
manufactured in 1947, 3,000,000 more 
than in 1946; and refrigerators, home 
freezers, washing machines, ironers, 
fans, and other popular appliances are 
pouring off the assembly lines at an 
increasing rate. 


Postwar Development 


N®™ postwar developments, such 
as television and the heat pump, 


will unquestionably add large in- 
crements of business in the near future. 
Television is no longer a hoped-for 
appliance and it is being aggressively 
promoted by leading manufacturers as 
rapidly as new broadcasting facilities 
are available. 

The possibilities of the heat pump as 
a source of new business likewise are 
attracting much attention these days. 
The pump is being investigated with 
the aid of experimental installations in 
different parts of the country. While 
the mechanical equipment for this type 
of service is still in a development 
state, we know from actual field ex- 
perience that under certain given con- 
ditions it has proved highly successful 
and closely approximates the cost of 
competitive fuels. In temperate zones 
of our country it is likely to provide 
the means for very substantial load 
building in the domestic field. 

In recent years, many miles of rural 
extensions have been completed by the 
utilities in Pennsylvania and in the na- 
tion. Thousands of new customers 
have been connected to these lines and 
in consequence it is now our responsi- 
bility to make sure these new customers 
know what electricity can do for them 
to improve the over-all efficiency of the 
farm and to reduce the drudgery of the 
farm home. 

These and many more reasons, too 
numerous to recite, are ample justifica- 


e 


ing the production capacity of existing plants. High prices 


q “Topay, record-breaking demands for electricity are crowd- 


and the high level of industrial and commercial activity are 
important factors behind this unparalleled demand. Power 
is cheaper, relative to other prices, and it is being put to work 
in more ways and more often than in the past.” 
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tion for the magnitude of work that 
this industry has embarked on to meet 
the rapid expansion of this nation’s 
demands. 


Philadelphia Electric Company 
Planning 
N Philadelphia, our company was 
fortunate to have had a head start 
in this tremendous construction pro- 
gram, which got under way following 
VJ-Day. A new power plant was well 
along when the war started in 1941. 
The project was closed down by the 
War Production Board in 1942, and 
resumption of the work was not au- 
thorized until late in 1944. Although 
it is all history now, I do not mind say- 
ing that the absence of this station’s 
capacity, which was heavily counted on 
in all of our advance planning, caused 
us some very uneasy moments during 
the peaks of the 1947 year’s business. 
However, the first 169,000-kilowatt 
unit is now on the line and a second 
unit, of equal capacity, is scheduled to 
be completed early in 1948. This unit, 
together with equipment now on order, 
will add to our present capacity 670,- 
000 kilowatts, or 54 per cent increase 
during the 5-year period ahead. 

This work in Philadelphia is repre- 
sentative of what the industry in gen- 
eral is doing. Nationally, the program 
provides for the installation of an un- 
precedented total of more than 11,- 
000,000 kilowatts for the next four 
years, representing an increase of 
about 30 per cent. 

Approximately 2,000,000 kilowatts 
of this new capacity was slated by the 
end of 1947. An additional 3,450,- 
000 kilowatts, which should exceed 
the expected load growth in nearly all 
sections, will be installed in 1948. Dur- 
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ing 1949, additions are estimated at 3,- 
700,000 kilowatts and another 2,000,- 
000 kilowatts are scheduled for com- 
pletion in 1950. 
Financing the Program 
G Sue expansion program together 
with necessary transmission and 
distribution facilities is estimated to 
cost $5 billion, the financing of 
which will provide many opportunities 
for new investments for insurance 
companies, banks, educational and 
charitable institutions, and individual 
investors. While it is too, early to out- 
line in detail the form these financing 
programs will follow, present indica- 
tions are that about 40 per cent of the 
total amount, or $2 billion, will 
be provided from within the industry 
through appropriations from reserves, 
and earnings retained in the business. 
The remaining 60 per cent will require 
approximately $3 billion of new 
finar.cing, or an average of $600,000,- 
000 annually over the next five years. 
The method of raising this new 
capital will vary from company to 
company, depending of course on cap- 
ital structure, prospective require- 
ments, and other factors affecting the 
form of securities best adapted to each 
particular case. From an over-all view, 
however, it appears reasonable to 
assume that about half of the $3 bil- 
lion of new security issues will be 
in the form of bonds. The other half 
may reasonably be divided between 
preferred and common stocks, thus as- 
suring the continuance of a sound and 
conservative capital structure for the 
industry and the individual company. 


HIS marks a decided change from 
the past fifteen years in which 
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Rate Reduction Record 


wed Aas industry has established an enviable record for making suc- 

cessive rate reductions ... These reductions have been so regu- 

lar that there is danger it may be taken for granted that they can and 

should be made at more or less regular intervals in the future even in the 
face of rising costs of everything else.” 





only 14 per cent of the industry’s con- 
struction was financed by the sale of 
securities, 11 per cent by bond issues, 
and 3 per cent by preferred and com- 
mon stocks. 

It seems fairly certain that the low 
interest rates of the past few years will 
not continue, and the industry will 
quite likely have to pay at least higher 
interest on capital obtained through 
new bond issues. This in turn means 
that the junior securities will have to 
produce a higher return. 

Roughly, twice as many dollars of 
capital will be required to install a 
given unit of equipment as were re- 
quired before the war. Sound man- 
agerial judgment and engineering skill 
are essential if we are to successfully 
carry out this gigantic expansion 
program. 

These approximations reflect the 
best thinking of the industry at the 
moment and should serve to emphasize 
the magnitude of the job ahead. If we 
are to succeed, constant and inspired 


effort is necessary. Despite statements 
from some sources that this program is 
too much for private enterprise to 
handle and that government must step 
in to assure completion of the work, 
I have no doubt concerning the ability 
of the privately owned, tax-paying 
electric light and power industry to do 
the job efficiently and on time. 


Rates for Service 


Dg the past five years the indus- 
try increased its output substan- 
tially as a result of improved load 
factors. Important savings were ob- 
tained through debt retirements, for 
there were only slight offsetting in- 
creases in capital charges. This de- 
crease in fixed charges, plus the sav- 
ings produced by refunding at lower 
rates, went far to offset increased 
taxes, higher labor and material costs 
of that period. 

Now, however, we face a situation 
that involves substantial additional 
capital outlays and the prospect of con- 
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tinuing high labor and material costs, 
with the only offsetting advantage the 
elimination of excess profits taxes. 
Notwithstanding these adverse factors, 
it is reasonable to expect that increases 
in load and the reduction in over-all 
costs due to improved efficiency of op- 
erations will insure a continuation of 
satisfactory earnings provided we have 
no important revisions in existing 
rates for service. 

And here let me point out that a 
consideration of the industry’s rate 
structure is a most important factor in 
the outlook for the future. The indus- 
try has established an enviable record 
for making successive rate reductions, 
from time to time passing on to con- 
sumers a large part of the benefits ob- 
tained through reduced cost of opera- 
tions and increased volume of sales. 
These reductions have been so regu- 
lar that there is danger it may be 
taken for granted that they can and 
should be made at more or less regular 
intervals in the future even in the face 
of rising costs of everything else. 


Fyne present rate structures 
have been greatly improved dur- 
ing the past ten years so that they now 
embody very definite promotional fea- 
tures. The operation of such rate 
structures serves to reduce steadily the 
unit cost to the customer as his con- 
sumption grows and thus greatly mini- 
mizes the necessity of bulk rate revi- 
sions. 

As an example of this point, the 
residential rate structures now in effect 
for 10 of the largest companies in the 
country show that electricity used in 
excess of 100 kilowatt hours a month, 
up to 250 kilowatt hours, costs only 24 
cents a kilowatt hour on the average, 
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while use beyond 250 kilowatt hours 
a month is at a rate of 1.2 cents per 
kilowatt hour. 

As a further example, ten years ago 
the average revenue per kilowatt hour 
sold in the Philadelphia area was 1.86 
cents. For 1946 this figure was 1.46 
cents, a decrease of approximately 22 
per cent. With such existing promo- 
tional rates that are fairly typical of 
the industry as a whole, each customer 
is automatically provided a rate reduc- 
tion as his use increases. The existing 
rates are thus designed to meet the in- 
dustry’s philosophy of “more and bet- 
ter service at steadily lower cost to the 
consumer.” 


Improved Public Acceptance 


Coes public acceptance of the 
electric light and power industry 
has broadened appreciably in recent 
years. Opinion polls show high cus- 
tomer satisfaction with electric serv- 
ice, and with the organizations that 
render it. 

Thus, there is every reason to con- 
clude that this industry is in a better 
position to move ahead and has a bet- 
ter outlook in so far as revenues and 
earnings are concerned for the next 
five years than in any earlier period of 
its history. The very life of the coun- 
try is based on the use of the energy 
we provide—our future is interwoven 
with the basic elements of the economic 
life of the nation and we are in a key 
position, with everything to make for 
success. Yet with all this I cannot fail 
to warn that the favorable position the 
industry now holds may prove our un- 
doing unless we recognize the increas- 
ing responsibilities of service that will 
be demanded of us as time goes on. We 
must never forget that the entire back- 
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ground of this business has been devel- 
oped on a basis of service. As the de- 
mands on us increase, so will the 
demands of a more exacting service 
develop. Some may theorize about the 
need for greater and greater economy. 
They may think they can educate their 
customers to be satisfied with a re- 
stricted service, but I fear that such a 
policy will cost in the end far more than 
can be saved by its elimination. 

By and large, the privately owned, 
business-managed electric light and 
power companies of the nation enjoy 
better public relations today than ever 
before. They have earned the right to 
this good public opinion by providing 
outstanding value and service—value 
in the form of lower costs, and service 
through reliable and abundant electric- 
ity at the snap of a switch. We must 
not lose this asset nor grow satisfied 
with our present status. 


) is only a short step from self-satis- 
faction to complacency and, if the 
industry ever indulges in this common 
failing, the ball will be fumbled deep 
in enemy territory and we shall find 
ourselves once more on the defensive. 
The spirit back of every customer 
contact—the expressed desire, in word 
and deed as evidenced by the employee 
—is the underlying formula for suc- 
cess. This must start with the top of 
the company—who must be just as im- 
bued with the desire to render the 
individual customer service as the man 


who is actually called out to do the job. 
Lip service doesn’t help the housewife 
whose electric supply disappears a half. 
hour before dinner is ready. Fanciful 
advertising telling how good we are 
doesn’t make father any happier when 
his pet lamp goes out just as he has 
settled down for a comfortable 
evening. 

A good offense is still the best de- 
fense, and the creation of a cordial 
relationship between the industry and 
the public is of utmost importance. 
Utilities, and all other industry as well, 
must sell and resell the concept of 
private enterprise, but before they can 
do this they must be sure they have 
something to sell. 

For years the industry has been 
urging people to work electrically and 
to live electrically, and we have suc- 
ceeded in bringing this about to a de- 
gree that has carried the demand for 
power far beyond the fondest hopes of 
even the most optimistic forecasters. 


No that we have sold the public 
this idea, we must face the fact 
that greater use of power will bring a 
public demand for higher standards of 
service. What the industry did for a 
customer who used only a few lights 
and appliances years ago would be 
considered woefully inadequate today, 
and so will present standards fade in 
comparison with the exacting service 
requirements of the “electric home” of 
tomorrow. 
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pump, will unquestionably add large increments of business 


q “NEw postwar developments, such as television and the heat 


in the near future. ... The possibilities of the heat pump as 
a source of new business likewise are attracting much atten- 


tion these days.” 
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In the years ahead, as designs are 
improved and manufacturing stand- 
ards go higher, interruptions affecting 
customers will, as a matter of course, 
become fewer. Service demands, on 
the other hand, will be more exacting. 
The way we meet these demands will 
be the key to our future well-being. I 
am convinced it will be far more intel- 
ligent to decide now to include in our 
advance planning ample budget provi- 
sions to permit the handling of emer- 
gency jobs as opportunities to live up 
to an ideal, rather than relegate this 
phase of the business to a money- 
making side line, where each service 
call becomes a potential item of profit. 

We can never forget that the indus- 
try must earn the right to good 
customer relations—it must work for 
this asset to business. It will not be 
found through conversation or wish- 
ful thinking. 

And here is where the individual 
employee steps to the front. No matter 
how generous or how understanding 
company policy may be, unless that 
policy, as established by the top execu- 
tives of the company, is carried 
through to the customer by the em- 
ployee who deals with the customer, 
then the whole program is a flat 
failure. 

The future of the electric light and 
power business will depend on the kind 
of customer relations that exist. If we 
always have the interest of the public 


as one of our prime objectives, we 
cannot go far wrong. 

In conclusion, I want to say again 
that I believe the electric utility in- 
dustry is intrinsically sound and there 
is no reason for pessimism during the 
next five years. We are moving ahead 
now with constructive development on 
all lines, planning for a future that has 
in store for this nation better health, 
greater comforts, new luxuries, and 
more pleasures—through electricity. It 
is the great significance of these things 
that spotlights the indispensable posi- 
tion of electricity; that places it in a 
unique position to make even a greater 
contribution to the progress of the 
entire nation than it has in the past. 

To customers—by supplying an 
ever-improving standard of service at 
low rates. 

To investors—by providing a fair 
return on the capital now invested and 
to be invested in the industry, and by 
affording new investment opportuni- 
ties commensurate with future growth. 

To employees — by providing em- 
ployment security with fair wages and 
opportunities for reward of initiative 
and ability. 

To the nation—by carrying a sub- 
stantial tax load while maintaining a 
major industry on a self-supporting 
basis, thus making our contribution to 
the furtherance of the private enter- 
prise system as the basic American 
way of life. 





is 4 meee S infatuation with imported merchandise extends even to 
he realm of economic theories. This taste for foreign ideas 
was a New Deal specialty. Artificial methods which were employed 


( a ee success) in other lands were seized on with 
mers. But just as one man’s meat is another man’s poison, 
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completely different conditions prevailing in America made the 
failure of these experiments inevitable.” 
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—EprroriAL STATEMENT, 
Chicago Journal of Commerce. 
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TVA Planning Huge Expansion 


Congressional approval seems assured without con- 
test for TV A’s plan to establish large new generating 
facilities. 


By JOHN P. CALLAHAN * 


s the Tennessee Valley Authority 
approaches its fifteenth anni- 


versary its critics, including 
the privately owned utility industry, 
are watching closely a TVA develop- 
ment that may again bring that agency 
up for eventual examination, as to the 
constitutionality of its activities, in the 
United States Supreme Court. 

With the exception of a congres- 
sional appropriation in May, 1940, for 
war emergency construction of a 120,- 
000-kilowatt steam plant, the Supreme 
Court never has passed upon the ques- 
tion of whether TVA may build any 
generating plant, except as it is inci- 
dental to flood control, navigation, and 
other constitutionally approved TVA 
operations. Even in the noted multi- 
utility company case back in 1939, the 
court did not pass on the constitution- 
ality of such activities, but merely upon 


* Financial news analyst, The New York 
Times. 


FEB, 26, 1948 


the right of the private utility com- 
panies to bring suit." 

Now, due to a power demand in ex- 
cess of the present 12 billion kilo- 
watt-hour annual output of TVA 
at its hydroelectric plants, TVA con- 
templates construction of one of the 
largest steam-generating plants in the 
world. With an installed capacity of 
1,000,000 kilowatts, it would be second 
only to the Consolidated Edison Com- 
pany’s 1,022,400-kilowatt steam plant 
in Brooklyn, New York. 

Cost of TVA’s proposed steam plant 
would be about $160,000,000. In addi- 
tion, facilities for transmission of the 
power would cost approximately $320,- 
000,000. 


1 Tennessee Electric Power Co. v. Tennessee 
Valley Authority, 306 US 118, 27 PUR NS 1. 
In the earlier so-called Ashwander Case (1936) 
297 US 288, 56 SCt 466, the court upheld the 
right of TVA to make and sell power inci- 
dental to its operation of Federal facilities 
constructed in the interest of national defense. 
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) ® prone the representations that 

some utility witnesses may be ex- 
pected to lodge before a congressional 
Appropriations Committee, it appears, 
after weighing all factors, that TVA 
may well seek the necessary funds with 
success. Reason: 


1. Annual load growth in the valley 
is expected to rise 10 per cent in excess 
of the present annual 12 billion- 
kilowatt-hour sale. This compares 
with 13 per cent increase during 1947 
for the private utility companies. 

2. TVA is committed to serve the 7- 
state area in which it operates, and it is, 
therefore, responsible for the continua- 
tion of such service. 

3. TVA has been generating elec- 
tricity for the vitally important Oak 
Ridge, Tennessee, atomic energy 


plants. In this connection, David E. 
Lilienthal, chairman of the U. S. 
Atomic Energy Commission and for- 
mer chairman of the TVA, said re- 
cently that we should double our ef- 


forts on atomic energy development. 
This indicates an enormous power 
output for TVA. 

4. Private power companies, ac- 
cording to a spokesman, “wouldn’t go 
back to the area—presuming we could 
regain” territories formerly served by 
the private utilities. 


Among the possibilities that could 
still defeat TVA’s efforts to obtain the 
funds, we find that Congress, looking 
back on an investment in TVA of close 
to a billion dollars of the taxpayers’ 
money, might be disinclined to approve 
the request. This adverse action would 
seem probable when it is considered 
that such funds would be used for 
power-generating purposes, exclusive- 
ly. And the degree of such possibility 
could be affected by the pressure of op- 
ponents to the proposal. 

Whether active opponents would in- 
clude the private utilities is doubtful. 
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The history of private power company 
opposition to TVA, and other Federal 
power projects in general, including the 
Rural Electrification Administration, 
reveals no single instance of a major 
defeat for public power. With few 
notable exceptions, since the demise of 
Wendell L. Willkie, once president of 
the Commonwealth & Southern Cor- 
poration, no utility company executive, 
or group of them, has successfully 
challenged the propaganda strategy of 
the Federal power agencies, despite the 
expenditures of very substantial sums 
for that purpose. 


| eure of this apparent difficulty 

within the industry—or fear of re- 
taliation, as some utility men have ad- 
mitted, defensively—it was well known 
as long back as 1935 that TVA would 
need an 11,000,000-kilowatt steam 
plant. It appeared as a dot near Padu- 
cah, Kentucky, on a TVA future-proj- 
ects map that many utility men knew 
about at this time thirteen years ago. 

Illustrative of the slight concern that 
Federal power men have for utility op- 
position, they have on the drawing 
boards, or are completing, 29 projects 
involving almost $4,000,000,000 for 
construction. Many of these projects 
are, or will be placed, before Congress 
during the next few years. 

Perhaps below the surface thinking 
of utility men are the depressants ad- 
ministered to them by the United 
States Supreme Court in the two his- 
torical decisions of 1936 and 1939. In 
both cases the industry sustained a set- 
back on the legality of the Tennessee 
Valley Authority’s right to construct 
and sell power in competition with the 
private power companies. 

Thus, according to close observers 
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of the legality of TVA in the national 
power picture, the court settled the is- 
sue. 

The 1936 decision, 8-1, was in- 
terpreted as a clear affirmation of the 
right of the government to generate 
power at a dam built to improve navi- 
gation, to dispose of the surplus power, 
and to convey the power to adjacent 
markets over its own transmission 
lines. Government counsel, at that 
time, took the view that if the sale of 
TVA power were challenged their task 
would be to convince the courts that 
each dam was, in fact, a valid exercise 
of the power of Congress to improve 
navigation. 

In 1939, while not declaring that it 
was ruling on the validity of the TVA, 
the Supreme Court dismissed the suit 
against the authority, in a 5-2 decision, 
declaring that the 14 utility companies 
which challenged the constitutionality 
of TVA had “no standing to maintain 
this suit.” 


‘oe in sum, the Supreme Court 
has found that TVA can sell 
power competitively with the business- 
managed companies. It still has to be 
proved that the TVA Acct is invalid. 

In the light of such rulings from the 
highest tribunal, with all their implica- 
tions of finality, it seems pointless to 
prosecute the case against TVA froma 
judicial angle. 


However, there is legislative re- 
course that can be taken to limit the ex- 
pansion of that and other Federal 
agencies concerned with the power 
supply situation, or, more particularly, 
with the sale of power not incidental 
to the purposes creating TVA. That 
recourse is exemplified in the various 
committees of both houses. 

In view of the continuance of a 
threatened growth of public power, de- 
cidedly inherent in TVA’s current 
plans, the private power companies of 
the United States face the problem of 
deciding whether they should try to 
avert it by intensive organization of 
their own. 

So far arguments against the 
trend toward public power expan- 
sion lack the punch that is carried in 
almost every announcement by propo- 
nents of Federal power expansion. 

It would seem to anyone observing 
the lack of success of private company 
efforts to curtail public power—and 
certainly it should be clear in the 
minds of utility executives — that 
direct appeals have to be made to the 
taxpayers and their representatives in 
Congress. Even though exposed as 
pork-barrel projects in many instances, 
proposed expansions of public power 
could be defeated only if attacked with 
untiring aggression in Congress. At 
present that prospect does not seem 
to be in the cards. 





¢ i ey can be no freedom of the individual, no democracy, with- 
out the capital system, the profit system. These are, in the end, 


inseparable. Those who woul 


d destroy freedom have only first to de- 


stroy the hope of gain, the profit of enterprise and risk taking, the hope of 
accumulating capital, the hope to save something for one’s old age and for 
one’s children. For a community of men without property, and without 
the hope of getting it by honest effort, is a community of slaves of a 


despotic state.” 


—Russett C, LEFFINGWELL, 


Former Under Secretary of the Treasury. 
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Looming Financial Problems 
Of Electric Utilities 


Appraisal from the investor’s standpoint of the un- 

precedented expansion problem of the industry and 

the tremendous amount of new capital that must be 
supplied for it. 


By CHARLES TATHAM, JR.* 
1 are several reasons why it 


appears appropriate at this time 

to attempt a dispassionate ap- 
praisal of the longer-term outlook for 
the electric utility industry from the 
investor’s point of view. 

The first is that the industry is en- 
gaged in an unprecedented program of 
expansion and that a tremendous 
amount of new capital must be sup- 
plied to it over the next few years. This 
means that a large amount of new se- 
curities must be sold to investors. 

Another reason is that utility com- 
mon stock prices have declined to a 
point where, in many instances, highly 
attractive yields are now obtainable, 
and price-earnings ratios appear ab- 
normally low. The question presents 
itself as to whether this low investor 
appraisal of utility equity values is 
justified by the earnings outlook. 


_ *Vice president, Institutional Utility Serv- 
ice, Inc. See, also, “Pages with the Editors.” 
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A third reason is that the techniques 
of appraising security values, particu- 
larly common stock values, are becom- 
ing more and more based on carefully 
made assumptions as to future earn- 
ing power, or, in the SEC phrase, “rea- 
sonably foreseeable earnings.” Pos- 
sibly the most important contribution 
of this study lies in the methodology 
employed in making the earnings pro- 
jections shown. It represents a tech- 
nique particularly suitable to the se- 
curity analyst, whose work must often 
of necessity be circumscribed by time 
restrictions and a lack of opportunity 
to make the detailed studies used in 
other methods of approach. 

The electric industry’s present ex- 
pansion program was described last 
summer by SEC Commissioner Mc- 
Entire as “the most significant and im- 
portant development of the industry 
for many years.” He pointed out that 
it was not only of major importance 
FEB. 26, 1948 
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to investors and consumers but also 
that it seemed “destined to be an im- 
portant factor in our economy in the 
next few years.” 

In the writer’s opinion, this expres- 
sion is by no means too strong. The 
further contributions that electricity 
can make to the welfare of mankind 
challenge the imagination, not only in 
the industrial and commercial fields but 
also in as yet undeveloped uses in our 
homes. For example, we are at this 
time barely on the threshold of electric 
house heating; yet its advantages in 
respect to convenience, safety, and de- 
sirability are incontestable. With fur- 


4 


is approximately sixteen times present 
residential consumption. Even a small 
part of this heating market would pro- 
vide a tremendous increase in electric 
sales. 


BROADER view of factors which will 
have a basic influence on the 
country’s economy also encourages the 
expectation of greatly increased use of 
electric service. Population studies 
show that both the number of mar- 
iages and the birth rate in the United 
States have for some time been at an 
unprecedentedly high rate. Infant 
mortality has been steadily declining 
and life expectancy has been as steadily 


lther development of the electric heat 
| pump and new forms of electric panel 
| radiant heating, this market for elec- tial and growing demand for new 
' tric service is bound to grow. To illus- homes which, with continued urban de- 
trate its potentialities, it is interesting centralization, will produce a steadily 


increasing. This will mean a substan- 


to note that in 1940 the estimated total 
residential consumption of fuel for 
heating, after allowing for heat “lost” 


up the chimneys, was the equivalent of “ 


approximately 700 billion kilowatt 
hours of electric energy. This is more 
than three times the present total an- 
nual sales of the electric industry and 


expanding market for residential elec- 
tric service. Another important factor 
has been the shift in the country’s in- 


come distribution. In 1929 approxi- 


mately 65 per cent of the nation’s 
families had an annual income of less 
than $2,000; in 1946 this group com- 
prised about 35 per cent of the total, 


e 


TABLE 1 


EstrmaTep New CAPITAL REQUIREMENTS 
1947-51 


Estimated Construction Expenditures 


Depreciation Reserve Accruals 
Debt Discount and Other Reserves 
Surplus Available for Construction 


To Be Raised by 
New Bonds 
New Preferred Stock 
New Common Stock 
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000 

,000,000 
525,000,000 
$2,625,000,000 


2,375,000,000 


,000,000 
145,000,000 


$2,375,000,000 
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TABLE 2 
(In Mittrons or Dotiars) 
%o 
46.0 


15.2 
38.8 


100.0 


Long-term Debt 
Preferred Stock 


$13,351 


1946 1951 


$7,630 
2,780 
5,916 


—_——— 


$16,326 


2 


indicating a tremendous improvement 
in the average family standard of 
living. 

A third factor of perhaps even 
greater significance is the enormous 
_Ancrease in the cost of human lJabor_ 
‘ relative to mechanical labor. In homes, 
on the farms, in factories, and in com- 
mercial and manufacturing enter- 
prises, this will mean a vast stimulus 
to the development of labor-saving 
procedure, with resultant greatly in- 
creased demands for electric energy. 

Last fall, a survey of the expected 
construction requirements of the 
private electric companies was made 
by the Edison Electric Institute. This 
survey indicated that construction ex- 
penditures over the 5-year period 
through 1951 would aggregate ap- 
proximately $5 billion. More recently 
this figure has been raised to $6 billion 
and now even larger sums are being 
talked about. What the actual expan- 
sion will be is not, of course, subject 
to precise prediction and the figures in 
this study are based on the earlier $5 
billion estimate. 

Moreover, for the purpose of devel- 
oping our projections, it is assumed 
that the expansion program proceeds 
at an equal annual rate. Whether it 
does or not, or whether the construc- 
tion program is accelerated or slows 
down, should not invalidate the data; 
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it would merely mean a prolongation 
or shortening of the time period under 
review. 


carve growth and anticipated 
sales expansion have normally 
been associated with desirable invest- 
ment opportunity, but, curiously 
enough, this very prospect has been 
mentioned as one of the factors tend- 
ing to depress the market for utility 
equities. More explicitly, there seems 
to be a feeling that the industry will 
have to do a large amount of new 
equity financing and that these antici- 
pated offerings will keep prices low. 
Actually, it does not appear that the 
industry, viewed as a whole, will neces- 
sarily have to enter the market for 
substantial amounts of new common 
stock money, although naturally the 
position of individual companies will 
vary widely. Based on the above- 
estimated plant expansion and the 
present rate of depreciation accruals, 
approximately $2 billion of cash 
available for construction should be 
obtained from this source. Additional 
internal cash in the amount of some 
$700,000,000 should be available from 
accruals to other reserves and accre- 
tions to surplus after dividend pay- 
ments. This would leave approximate- 
ly $2.3 billion to be raised through 
new security offerings. 
FEB. 26, 1948 
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Assuming that this new capital is 
raised in the ratios of 50 per cent 
bonds, 25 per cent preferred stocks, and 
25 per cent new common plus surplus 
additions, and that the latter aggregate 
$600,000,000, this would mean that 
only $145,000,000 of new common 
stocks would have to be sold over the 
5-year period, or only $29,000,000 a 
year. 

Table 1 shows in more detail how 
the anticipated capital requirements 
might be met, based on the above ratios. 


2 pee 2 shows the aggregate 
capitalization structure of the 


electric utility industry at the end of 
1946, as reported by the Federal Pow- 
er Commission, and the projected 
figures for 1951 based on the above 
assumptions. The present strong finan- 
cial position of the industry is evident 
and the projected capital structure for 
1951 shows virtually no weakening. In 
fact, if on the basis of these figures the 
entire construction program were 
financed by senior securities and inter- 


= 


TABLE 3 


BALANCE SHEET PROJECTIONS 
(In millions of dollars) 


1947 
$13,200 
3,000 


22.7 


Electric Plant 
Est. Deprec, Res. ... 
% of Plant 


1948 
$14,000 
3,200 


1951 


1950 
$15,600 $16,400 
3,600 800 


23.1 23.2 


1949 


22.9 








$10,200 
640 


$10,800 
666 


$12,000 
716 








$10,840 


6,446 
2,180 
5,320 


Preferred Stock |... 2,030 
Com. and Surp, ..... 5,171 


$11,466 


6,742 
2,330 2,630 
5,469 


$12,716 


7,334 
5,767 








$13,351 $13,946 


Annual Deprec. ....... 317 343 
% of Plant 2.6 2.6 


Total Fixed Charges.. 253 251 
% of Debt 4.1 3.9 


PHB. UBB. oo ccodvcecese 105 107 
% on Pid. ......000. 5.2 49 


Notes: 


$14,541 


$15,731 


364 405 
2.6 . 2.6 


263 286 
3.9 ‘ 3.9 


114 129 
4.9 . 49 


A. Based on $800,000,000 increase per year. Total net increase $4,000,000,000, or 80% of 


estimated $5,000,000,000 new construction. 


B. Based on $200,000,000 increase per year. Total net increase $1,000,000,000, reflecting $1,- 


000,000,000 of retirements. 


C. Based on $296,000,000 increase per year. Total increase $1,480,000,000. 
D. Based on $150,000,000 increase per year. Total increase $750,000,000. 
E. Based on $149,000,000 increase per year. Total increase $745,000,000. 


F. Based on 1946 per cent of plant. 


G. Based on charges for twelve months ended 9/30/47 as reported per cent of 12/31/46 long- 


term debt. 


H. 
12/31/46 preferred stock. 
J. As reported by FPC, 
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Based on preferred dividends for twelve months ended 9/30/47 as reported per cent of 
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TABLE 4 
KILOWATT-HOUR SALES AND REVENUE 


Kw.-Hr. 
Sales 
(000,000,000) 


blLonsm 


a 
Sooot © Bina 
ae 


a 
NNNNG DA & 


Notes : 
Data for 1937—9/30/47 are as reported by FPC. 


Increase 


Elec. 
Revenue 
(000,000) 

$2,157 


Revenue 
Increase Per Kw. Hr. 


ot ot er ee ee eee 
Shusseaxees 


ne 
MMAMNMNS MW CWNENMNOALS, 
a 


MnUNnNo UW CoSomUNDO’ 


pat ba oi bn 
SNFAS 


e 


nal cash, with no new common stock 
being sold, common stock and surplus 
at the end of the period would still ag- 
gregate 35.3 per cent of the capital 
structure. Here again, it should be 
emphasized that these figures apply to 
the industry as a whole, and that in- 
dividual companies must be analyzed 
in the light of their own particular 
requirements. 

In Table 3 is shown a year-by-year 
projection of electric plant and related 
data, capitalization, and certain other 
items. The principal purpose of this 
table is to develop the annual deprecia- 
tion accruals, fixed charges on debt, and 
preferred dividend requirements, for 
use in making the earnings projection. 

As mentioned above, Table 3 has 
enabled the development of certain 
necessary items to be included in the 
earnings projection; 4.e., the deprecia- 
tion accrual and the capital charges. 
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r estimating future earnings, two 
basic and quite separate steps are 
required: first, a projection of sales 
and revenue; second, a determination 
of a level of operating profit—that is, 
net operating income before deprecia- 
tion and Federal income taxes. 

Table 4, based on figures as reported 
by the Federal Power Commission, 
shows total kilowatt-hour sales and 
revenues for the industry for the years 
from 1937 through the twelve months 
ended September 30, 1947, together 
with projections made on the basis of 
the average percentage rate of increase. 
Any projection of revenue, of course, 
is open to considerable argument (as 
indeed are all assumptions that must 
be made in estimating the future) and 
the danger of continuing any past 
trend on a straight-line basis is ob- 
vious. Nevertheless, some assumption 
has to be made and for the purpose of 
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this study this appears as reasonable a 
one as any. 

Having assumed a trend of operat- 
ing revenue, the next step is to project 
the various items of operating expense 
which in their aggregate determine the 
level of operating profit. In doing this 
it is necessary to depart from the usual 
income statement form of presentation 
and to redistribute operating expenses 
under their four principal classifica- 
tions, wages, fuel cost, operating 
taxes, and other operating expenses. 
The last named is made up largely of 
materials and supplies used in opera- 
tion and also includes office rents, legal 
expense, insurance, advertising, and 
all other miscellaneous expenses. Op- 
erating taxes include all taxes other 
than Federal income taxes. 

Table 5 shows this breakdown for 
the industry as reported by the Federal 


Power Commission for the years 1944, 
1945, 1946, and for the twelve months 
ended September 30, 1947, and our 
projections for the years 1947-1951. 


HESE projections should not be 

considered as an attempt at precise 
measurement of the individual expense 
factors. It is their sum total which is 
important and the importance is in 
their percentage relation to revenue. 
For this reason, the individual dollar 
figures, with the exception of wages, 
are not projected. 

With the data now developed it be- 
comes relatively easy to set up a pro- 
jected earnings statement, from op- 
erating revenue all the way down to 
balance for surplus. This is presented 
in Table 6. Operating revenue and 
operating profit are as developed in 
Table 5 and the annual depreciation 


of 


TABLE 5 


ProyEcTeD OPERATING PROFIT 
(in millions of dollars) 














1944 1945 1946*9/30/47* 1947 1948 1949 1950 1951 
Oper. Rev. A ......05 $3,108 $3,171 $3,288 $3,574 $3,650 $3,850 $4,065 $4,290 $4,530 
oe eres 508 539 623 706 735 810 810 810 810 
Jo of Rev. ....... 16.3 17.0 18.9 19.8 20.1 21.0 19.9 189 179 
Bees Gee G cesses 397 375 416 537 
% of Rev. ....... 12.8 118 12.7 15.0 14.3 14.1 13.9 13.7 13.5 
OS a ere 518 540 554 605 660 
% of Rev. ......-. 16.7 17.1 16.9 16.9 18.1 17.9 17.7 17.5 17.3 
Oper. Tae B ..005<. 292 300 309 345 
% of Rev. ....... 94 9.5 9.4 9.5 10.0 10.0 10.0 10.0 10.0 
Tot, Oper. Exp. ...... 1,715 1,754 1,902 2,193 62.5 63.0 61.5 60.1 58.7 
Pere 1,393 1,417 1,386 1,381 
sk 8 ae 448 44.6 2.1 38.7 37.5 37.0 38.5 399 413 
Assumptions : 


A. Rate of annual revenue increase: 1947, 11%, same as for 12 mos. to 9/30/47; 1948-51, 


5.5%, same as avge. for 1937-47. 


B. Rate of annual wage increase: 1947, 18%, same as for first nine months; 1948, 10%; 


1949-51 nil. 





C. Increase in fuel cost in per cent of revenue: 1947, 12%; 1948-51, annual decrease of 2%. 
D. Increase in other costs: 1947, 19%; 1948-51, annual decrease of .2% in per cent of revenue. 
E. Oper. taxes projected at 10% of revenue. 

* Preliminary. 
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44, accrual, fixed charges, and preferred 
ths dividends are from Table 3. Federal 
our income taxes are continued at the 


. present rate of 38 per cent with pre- 
ferred dividend surtax credit. In the 
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1947, are as reported by the FPC. 

Under the heading “Ratios” is 
shown the projected return to in- 
vestors and the protection afforded 
debt service requirements and pre- 

















be case of common dividends it is as- ferred dividends. Both the return and 
cise sumed that approximately 80 per cent the protection appear to the writer to 
nse of the balance available would be paid be satisfactory and conducive to faith 
h is out. Figures for 1946 and for the in the continued financial soundness 
in twelve months ended September 30, of the industry. 
ie, 
lar e 
pes, TABLE 6 
EARNINGS PROJECTION 
be- (In millions of dollars) 
sro- 1946 9/30/47 C 1947 1948 1949 1950 1951 
Operating Revenue A .............-. $3,293 $3,574 $3,650 $3,850 $4,065 $4,290 $4,530 
Op- CSUN ONES TR cc iveccicsseteses 1,366 1,381 1,370 1,427 1,566 1,712 1,870 
1 to GE Bee a0 db ctdcdesSevessnveress 41.5 38.7 37.5 37.0 38. 39.9 41.3 
ited te ee 317 334 «343364 384—«405—s«426 
and TGP davsdcidakskivchsiede 2.6 2.6 2.6 2.6 2.6 2.6 
| in COMI Kakkar hoscnnsidctssncsnts 253 240 251 263 274 286 298 
tion rE er eer em a 796 807 776 800 1,021 1,146 
fs eer rem rere 285 289 278 286 325 362 409 
Gb Ge a5 kb cdsedceneteasdacnasts 35.8 35.8 35.8 35.8 35.8 35.8 35.8 
DD siickcin din ncswnntep etnias cook 511 518 498 514 583 659 737 
SION SE. A 4 cociechvedsavinnciednes 127 130 130 130 130 130 130 
et NN S650. cadunanenmeeeanee ‘ 638 648 628 644 713 789 867 
Ge EE oedccyh ao 0Gbenecsskcseen 891 888 879 907 987 1,075 1,165 
seo CRI iia ccohctuvada dices tenes 258D 240 251 263 274 286 
—- | Rae RRR Ne ln le 633 648 628 644 713 789 867 
ae Pee SING elds pew aves idnucecesuces 105 99 107 114 122 129 136 
Balance for Com. ......:2sseeeseeeees 528 549 521 530 SOL 660 731 
13.5 EM Wedsheetiepeetderseus cds 353 367 415 421 472 531 591 
17.3 Balance to Surplus E ............-0+- 175 182 106 109 119 129 140 
Red RATIOS , 
58.7 Return on Tot. Cap. & Surp. ......... 6.68 6.30 6.24 6.45 6.84 7.13 
Return on Com. Stk & Surp. ......... 10.20 9.80 9.70 10.51 1144 12.37 
413 Com. Divs. % Com. Stk. & Surp. ..... 6.82 7.80 7.70 840 9.21 10.00 
ane Times Charges Earned ..........+++.- 3.52 370 350 345 360 376 3.91 
Times Chgs, & Pfd. Divs, Earned .... 2.49 2.62 2.45 2.41 2.50 2.59 2.69 
8-51, Notes: 
10% ; A. Elec, dept. only. 
B. Net after taxes. 
2%. C. Preliminary. 
enue. D. Incl. $5,000,000 of special inc. deduct. 
E. For 1947-51 based on carrying 12% of gross income through to surplus. 
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It is apparent that any technique 
based on projections of this sort will 
result in errors as far as the detailed 
figures are concerned. But past experi- 
ence indicates that to a considerable 
extent these errors will tend to offset 
each other. The electric industry lends 
itself, perhaps more successfully than 
any other, to trend analysis, in that 
/most of the factors that determine 
| revenues and profits are not ordinarily 
subject to sudden change. Established 
trends follow curves that do not as a 
rule change abruptly. 

The analyst must, of course, try to 
make each of his assumptions as rea- 
sonable as possible, based on the avail- 
able information. Then, as subsequent 
monthly or quarterly earnings state- 
ments come out, the projection can be 
modified or adjusted as appears neces- 
sary. 

As a technique of presentation 
the method has definite advantages in 
that it permits a clear and simple pres- 
entation of estimated earning power 
based on known premises that can be 
subjected to periodic check. 


N conclusion, it would appear that, 

on the basis of the assumptions 
made, there is no reason to anticipate 
a deterioration in the investment qual- 
ity of the electric industry. On the 
contrary, earning power should con- 
tinue to be well maintained with, over 
the period, an indicated rising percent- 


age return upon the industry’s invest- 
ment. 

The electric utility industry has an 
element of basic strength that is not 
perhaps generally realized. This is its 
ability, shown over the past many 
years, to effect continuous operating 
economies. Without a careful analysis 
of the record this would not be appar- 
ent to the observer, since the financial 
benefits of these economies have been 
passed on to the consumer, in the form 
of continuous rate reductions. 

Moreover, the possibilities of future 
economies are by no means exhausted. 
New equipment that is going in re- 
quires less attendance and there will 
be substantial savings in fuel costs as 
some of the older, relatively inefficient 
generating units go back to stand-by, or 
are retired. The significance of this is 
that, if operating costs rise to a point 
where a reasonable return is not being 
earned, the industry will merely defer 
further rate reductions until profits 
again begin to rise. 

In a period of sharply rising costs, 
particularly wages, there will naturally 
be a certain time lag before the other 
influences (increased operating effi- 
ciencies plus increased volume) assert 
themselves. But, as one utility official 
used to say, the electric industry has a 
lot of “economic bounce,” and its en- 
tire past record supports the belief that 
satisfactory profits will continue to fol- 
low the trend of revenues. 





“oVA7s are troubled in America today because of much intellectual 
dishonesty in high places and because demagogues, self-appoint- 
ed architects of Utopia, bad economists, and spokesmen for a compulsory 
state have been coaxing the American people into believing . . . that secu- 
rity is better than opportunity; that wages can be raised without raising 
prices; that deficit financing is good because ‘we only owe it to ourselves’ ; 
that competition is a law of the jungle.” 
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—ARTHUR WALSH, 
Executive vice president, Thomas 
A, Edison, Inc. 
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Washington and the 
Utilities 


Civil Rights Bills 


UBLIC utility companies might well 

follow prospects of at least two of 
President Truman’s civil rights objec- 
tives. When this program first reached 
Congress early in February, it was greet- 
ed by a combination of Republican cyni- 
cism and southern Democratic resent- 
ment which tended to overshadow the 
actual significance of the legislation 
recommended. It was another case of 
politics raising such a cloud of dust dur- 
ing an election year that the real issues 
could not be clearly defined. 

The two proposed measures of con- 
cern to public utility industries are: (1) 
the recommendation to set up a perma- 
nent Fair Employment Practice Com- 
mittee, with a civil division for the same 
purpose in the Justice Department; (2) 
the proposal to forbid segregation of 
passengers in interstate transportation. 

The second of these has an obvious 
application to all transportation utilities 
—perhaps even those having only con- 
nections with other interstate carriers. 
A Federal law of this nature, if enacted, 
would certainly be “liberally construed” 
right down to the most plausible ex- 
tended cases. Such a law would prob- 
ably require the Interstate Commerce 
Commission and other Federal authori- 
ties to see to it that railroads, busses, 
passenger boats, and even streetcars and 
air lines, rearrange their facilities so as 
to put an end to white and colored segre- 
gation so common in the southern states. 


HE impact of a Fair Employment 
Practice Committee on the utility 
business may not be so obvious as the 
interstate transportation antisegregation 
measure, but it might be even more 
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far-reaching. During the war the Presi- 
dent’s emergency FEPC used several 
public utilities as guinea pigs to test its 
powers to require employers to avoid all 
discrimination in the hiring and firing, 
advancement, and other working condi- 
tions of employees of different racial 
origin. Because of the public nature of 
the utility business, the utility industries 
are bound to be the first-line trenches in 
any such applied social reform. A bill 
on the subject is now pending in the 
Senate under the sponsorship of Senator 
Ives (Republican, New York). 

As far as this session of Congress is 
concerned, it does not appear likely that 
more than one of the ten points noted 
in President Truman’s message will ac- 
tually pass both houses. That is the pro- 
posed Federal antilynching statute. Even 
this still faces the barrier of a perennial 
southern filibuster. 

On the whole, Republican leadership 
in the Congress was inclined to take a 
somewhat optimistic view of the present 
civil rights program. Chiefly designed to 
win the approval of colored voters, the 
Republicans can afford to go along with 
most of these proposals while letting the 
onus for obstruction, if any, fall on the 
southern Democrats. Southerners on the 
other hand are quite perturbed over the 
quality of advice President Truman has 
been getting, which has induced him to 
press for such a program at this time. 


hal 


A Special Billion-dollar Tax 
Burden on Public Utilities 
Brew 4 DEPARTMENT Staff reports 


for July 21 and December 19, 1947, 
indicate that Uncle Sam collected over 
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a billion dollars, in 1947, in special ex- 
cise taxes on various public utility serv- 
ices, The bulk of the billion-dollar 
emergency collection came from the high 
war emergency taxes on transportation 
and communications services, totaling 
over $940,000,000. The balance was 
represented in excise taxes collected on 
sale of electric energy, which amounted 
in 1947 to $63,000,000. 

Even this thumping big amount does 
not take into account special excise taxes 
on utility appliances, which would ac- 
count for well over an additional $200,- 
000,000 (electric and gas, refrigerators, 
radios, phonographs, electric light bulbs, 
etc.). Some idea as to the rate at which 
these tax collections on utility services 
have been mounting can be seen in the 
schedule below of excise tax receipts 
for the years 1945, 1946, and 1947. 

There are pending in Congress about 
a half-dozen bills to cut out, or cut down, 
some or all of these special excise taxes 
imposed during the war emergency. The 
oldest and typical measure on the sub- 
ject is the one (HR 467) introduced 
by Representative O’Toole (Democrat, 
New York) and still pending before the 
House Ways and Means Committee. 
None of the bills so far introduced. 
would eliminate the 3 per cent tax on the 
sale of electric energy which goes way 
back to 1933. 

There has, however, been some recent 
agitation to have Congress do something 
about eliminating the discrimination 


which results from the imposition of this 
tax on privately owned and operated 
electric companies, while exempting mu- 
nicipal plants and other public power 
agencies, Fearing imposition of the tax 
on themselves, some public power people 
have suggested elimination of the tax 
entirely, 
¥ 


FPC Split on Gas 


EARINGS before a Senate subcom- 

mittee of the Interstate and Foreign 
Commerce Committee were concluded on 
the so-called “Rizley Bill” (HR 4051) 
to limit FPC jurisdiction over gather- 
ing and production of natural gas. The 
hearings began on February 4th before 
the subcommittee, headed by Senator 
Moore (Republican, Oklahoma), spon- 
sor of a companion bill to the Rizley 
measure (the latter already having been 
approved by the House of Representa- 
tives last year). 

A feature of the testimony before the 
Moore subcommittee was the revelation 
that Chairman Nelson Lee Smith and 
Commissioner Harrington Wimberly do 
not see eye to eye with their two col- 
leagues, Commissioners Leland Olds and 
Claude L. Draper. Olds and Draper tock 
the position that enactment of the Rizley 
Bill, or anything like it, would result not 
only in higher gas rates but in rapid 
dissipation of the nation’s natural gas 
reserves by an industry unrestricted as 
to profit on production, 


2 


Wartime Old 


Description Rate 
Transportation of property .. 3%* 
Transportation of persons ... 
Seats, berths, etc. 
Local telephone service 
Telephone toll messages 

over 24 cents 
Domestic telegraph, cable, and 

radio messages, leased wires, 

GO, cccvcccoccccccecceces 

Electrical energy 


Rate 1945 
3% $222.1 $220.1 $275.7 
lon} 2342 «= 226.7 = 2440 


10% 133.6 145.7 165.5 
20% 


208.0 234.4 252.8 


15% 
3% 57.0 59.2 63.1 


$854.9 $886.1 $1,003.9 





*There is no “wartime” rate on transportation of property. The “old” rate 


simply continues in effect. 
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WASHINGTON AND THE UTILITIES 


Olds’ testimony conflicted with the 
testimony given by Chairman Nelson 
Lee Smith, who used to think somewhat 
along the same lines, but who apparently 
has reached a more mature conclusion 
about the realities of the natural gas 
production situation. Chairman Smith 
now takes the position that production 
might be stabilized by permitting com- 
petitive operations on an unrestricted 
basis, and that the public interest would 
be fully protected by the continuation 
of Federal and state regulation over the 
strictly public utility phases of gas trans- 
mission and distribution to the ultimate 
consumers, 

Asked by Senator Moore if this would 
not amount to recognition of so-called 
“field price,” Chairman Smith said that 
it would tend in that direction, but, under 
certain regulatory conditions, it would 
reserve protection for the nation’s gas 
consumers. 


Tk witnesses for the industry, John 
Jirgal of the Independent Natural 
Gas Association of America, and Edward 
Falck, appearing for the same organiza- 
tion, rejected the argument that higher 
rates would result if the Rizley Bill were 
enacted. These witnesses claimed (Falck 
worked it out in specific figures for 
some 65 cities) that if the so-called “field 
price” of natural gas were relieved of 
FPC rate regulation on a net investment 
rate base, the increase to domestic gas 
consumers would vary from a few cents 
a year to less than 50 cents a month for 
heavy users, even assuming that all in- 
creased costs were passed along to the 
ultimate consumer. If the absorption of 
these costs occurred anywhere along the 
line between the ultimate consumer and 
the production well, even such small in- 
creases would disappear. Although early 
Senate progress on the House-approved 
bill is still believed unlikely, the record 
made by the industry in these hearings 
was expected to offset previous FPC 
publicity. 

John E. Benton, appearing for the 
National Association of Railroad and 
Utilities Commissioners, urged the adop- 
tion of three amendments to the bill to 
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reserve jurisdiction for the state com- 
missions so that there would be no gaps 
or “no man’s land” (upon the relinquish- 
ment of FPC controls over field price, as 
provided by the Rizley Bill). 


* 


Wickard Whacks Private Power 


HE annual report for 1947 of Claude 
R. Wickard, REA Administrator, 
is a good example of an annual report 
being used to present an unobjective point 
of view. Wickard’s report was ostensi- 
bly made to Secretary of Agriculture 
Anderson, but it is pretty obvious that 
the administrator is talking over the 
head of Secretary Anderson to Congress, 
or, for that matter, to anyone else who 
cares to listen. In any event, the annual 
report holds up the business-managed 
power companies as barriers of rapid 
progress to rural electrification. This 
charge of obstruction pops up time and 
again through the 35 printed pages of 
the report. 
But the most typical passage is in Ad- 
ministrator Wickard’s letter of trans- 
mittal, which says in part as follows: 


The need for having the rural electrifica- 
tion program go forward vigorously should 
be obvious to anyone who has the interest 
of our rural population at heart. I regret 
to have to report that many of the commer- 
cial power companies, and their general 
leadership, have opposed the federally spon- 
sored rural electrification program ever 
since its inception. During the past year, the 
power companies, for the most part, paid lip 
service to the program and its ideal of 
electricity made available to everyone—but 
at the same time, through both open and 
covert action, they attempted to strike at its 
heart. They tried to influence both the Con- 
gress and the state legislative bodies into 
passing crippling legislation. Some tried to 
impede the normal expansion of the co-ops 
by insisting on restrictive wholesale rates, 
and did their best to keep the co-ops from 
setting up codperatively owned generation 
and transmission facilities. They tried to 
show, as they have for years, that “the job 
is done” and that the work of the REA 
should be discontinued, They attempted to 
alienate the co-ops from REA. They at- 
tempted, by supporting organizations such as 
the National Tax Equality Association, to 
derogate all codperative enterprise, includ- 
ing the rural electric co-ops, 
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Exchange Calls 


Southern Bell Gets Break 


T’ isn’t often that a state public utility 
commission couples its grant of rate 
increases with an indirect invitation or 
prompting that certain neighbor states 
be more generous. This is just what has 
happened in the state of North Carolina. 
The commission has authorized the full 
rate increase requested by the Southern 
Bell Telephone & Telegraph Company. 
In the commission’s opinion, attention 
was called to the fact that Southern Bell 
is operating in the red in three of the 
nine southeastern states of its service 
area. It was pointed out in definite 
language that the state of North Caro- 
lina did not relish the idea of granting 
any increases “for the purpose of sub- 
sidizing any losses which are sustained 
or may be sustained in any other state.” 

At the same time the state of Georgia 
is riding the Southern Bell friendship 
line, but is proceeding on a somewhat 
slower train. The company had requested 
an increase totaling $4,000,000 a year. 
The Georgia commission thought this 
was too much, authorizing only 35 per 
cent of that amount. However, the Ful- 
ton County (Atlanta) Superior Court 
stepped in on January 30th and issued an 
injunction permitting temporarily the full 
increase requested by the company. In- 
creased rates were effective February 
lst. Hearings on the question of perma- 
nently enjoining the commission’s order 
were set for February 23rd. 

North Carolina details are: The com- 
pany asked increases amounting to 
$680,000 a year. Most advances applied 
to business service rates. The North 
Carolina Utilities Commission’s order of 
January 30th granted the full amount. 
Effective date was February Ist. The in- 
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And Gossip 


creases will result in an advance in gross 
revenue, after state and local taxes, of 
$372,000. As a result the total net income 
will produce a return of 5.59 per cent, 
which the commission considers not un- 
reasonable. Final net income would total 
about $1,250,000. (See, also, page 324.) 

The language used by the commission 
in its effort to nudge other states into 
helping the company is pointed and of 
interest. The commission “is forced to 
take cognizance of conditions not only 
in North Carolina but in the other eight 
states served by the Southern Bell as the 
company’s ability to successfully operate 
in this state depends upon the integrity 
of the company in its corporate capacity, 
which is marred or promoted by the ac- 
tion of individual states. It is therefore 
apparent that what is being done or 
what is not being done in other states 
with which this state is linked in a cor- 
porate capacity is of vital concern to this 
commission. A company in this plight is 
not in a position to get new money 
needed for its unprecedented expansion 
program by the sale of stocks and bonds.” 


Gorren BELL has a $15,000,000 ex- 
pansion program for 1948 and the 
commission points out it is needed to pro- 
vide adequate service. 

Further facts in the Georgia situation 
are: The company contended that it had 
exhausted all administrative remedies; 
hence, requested the court to step in to 
prevent confiscation of its property. The 
commission did authorize increases suf- 
ficient to add $1,412,000 revenue, but 
this was far short of the $4,000,000 re- 
quested by the company. In reaching the 
lower figure, the commission refused to 
allow operating expenses of $2,302,000. 
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EXCHANGE CALLS AND GOSSIP 


The company contended that this would 
result in a return of only 1.75 per cent on 
invested capital, before payment of bond 
interest. Actually the company has been 
running in the red at a rate of about 
$391,000 a year before payment of $684,- 
000 interest, Hence, it failed to meet ex- 
penses and interest by more than $1,- 
000,000, 


OUTHERN BELL estimates that the re- 
quested rate increase would produce 
a return of 3.85 per cent a year on intra- 
state invested capital. Other points made 
were (1) not since 1922 has the company 
had a general increase in rates, (2) some 
reductions were made in 1933, and (3) 
Long Lines charges have been cut. 

The commission claimed that, if the 
company were allowed all it asked, earn- 
ings on invested capital would amount to 
5.6 per cent, However, to arrive at this 
figure it refused to allow some very large 
items of current expense. One of these 
items related to $556,000 in operators’ 
wages. Reason given was that in the fu- 
ture there would not be as much need for 
payment of overtime expense and that 
supervisory time will be reduced. In 
other words, the commission contended 
that the above amount of wages was ac- 
companied by or offset by corresponding 
inefficiency. 

Note the other nine expense items 
which were disallowed : 

(1) The entire amount ($360,765) 
paid by Southern Bell under the AT&T 
license contract. 

(2) Cost of operators’ employment 
and training ($100,000) thrown out be- 
cause of alleged downward trend in such 
costs. 

(3) Loss in operating employees’ cafe- 
teria ($97,180). 

(4) Cost of local commercial opera- 
tions ($150,000) said to be offset by ex- 
pected increase in efficiency as unfilled 
orders decrease. 

(5) Advertising costs ($50,000 out of 
$91,291) disallowed. 

(6) Rate case expense ($63,984) dis- 
allowed as “nonrecurring.” 

(7) Accounting department expense 
($160,942) disallowed because of an 
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alleged inefficiency as compared to 1939 
cost. 

(8) Maintenance resulting from plant 
rearrangements ($607,172 out of a total 
1937 expenditure of $1,607,172) dis- 
allowed on seemingly arbitrary rulin 
that any amount in excess of $1,000, 
for such items should be considered 
“extraordinary” and amortized over a 
period of years. 

(9) Certain depreciation and pension 
reserve expenses ($79,640 and $76,844, 
respectively). 


HE Mountain States Telephone & 

Telegraph Company received a 
somewhat mixed blessing in an order 
from the Wyoming commission. The 
company was granted its application for 
rate increases totaling $287,000 a year. 
The commission in its granting order 
made it plain that it “is not here fixing a 
rate for all time to come.” It contended 
that these are not normal times. Hence, 
“A rate structure however expertly de- 
signed today might within a matter of 
two or three months become oppressive, 
either to the subscriber or to the appli- 
cant.” 

Point of view of the commission is 
that the present action was to deal with 
an emergency developed through fluctu- 
ations in economic conditions. Hence, 
flexible rather than rigid rules should be 
used. 

In 1947 the company earned only 
an estimated 3.2 per cent on cost less de- 
preciation, according to the commission. 
In the order, it was implied that maybe 
the company had not exhausted all possi- 
bilities to improve its operating results 
except by increases in rates, It also 
added that “review of financial arrange- 
ments with related companies is unques- 
tionably merited as a possibility.” 


HE New England Telephone & 
Telegraph Company wants the New 
Hampshire commission to grant a re- 
hearing regarding emergency rate in- 
creases. Commission refuses. So, com- 
pany appealed to New Hampshire State 
upreme Court which heard arguments 
January 26th. 
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Relief from Telephone Excise 
ax 
ses will continue to induce Con- 
gress to eliminate the discrimina- 
tory excise tax on telephone service. 
Early success is not probable, but still 
such a development is a possibility. Pres- 
sure for action is there. The question is, 
how will it fare with the greater pressure 
for a general slash in personal income 
taxes? 

The National Association of Railroad 
and Utilities Commissioners plans to ur- 
gently petition Congress to rid the coun- 
try of these high wartime levies on 
monthly telephone bills. At a recent meet- 
ing of the executive committee of the 
state commissioners this activity was 
placed high on its current program re- 
lating to telephone affairs. 

The general tax situation here in 
Washington is confused. Most Republi- 
cans are pushing for a large slash in per- 
sonal income taxes generally spread 
through all income brackets. Democrats 


hope to stall the House-passed GOP bill 
in the Senate. Chances are that the 
Senate will rewrite the House bill with 


less drastic reductions. Differences 
would have to be settled in House-Senate 
conference and then approved by both 
houses before going to the President for 
signature. There is then a possibility of a 
presidential veto, if Mr. Truman con- 
siders the slash too great a reduction in 
total Federal revenue. If the resultant 
jam produces relatively little or no tax 
reduction for the American public in an 
election year, there is the possibility that 
repeal or reduction of high excise taxes 
may appear attractive to legislators on 
the Republican side as a way to effect 
some reduction in taxes which directly 
affect the individual voter. However, it 
is safest to consider this possibility as 
wishful thinking at this particular time. 


* 


CWA Bargaining Program 
For 1948 


HE 1948 bargaining program of 
the Communications Workers of 
America has nearly crystallized. Most of 
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the points of the program now are known 
although the formal draft of the com- 
pleted program is not ready for public 
presentation. Some 50 chief negotiators, 
division officers, and CWA headquar- 
ters personnel are doing the develop- 
ment work which then goes to the execu- 
tive board for drafting of the final pro- 
gram. 

Hints as to the most important points 
of the program come from statements 
made by CWA President Beirne here 
in Washington. Pressure for higher 
wages is taken for granted. Mr. Beirne 
says definitely that his groups are entitled 
to advances in pay. 


, | fp is no intention to spell out ex- 
act amounts prior to negotiation. 
Idea is to settle the matter around a con- 
ference table with the companies. Basis of 
negotiations will be on comparison of sta- 
tistics presented by the union and the 
company. General purpose will be to at- 
tempt to reach an agreement which will 
offset the hardships resulting from ad- 
vances in the cost of living. Also at- 
tempts will be made to equalize differ- 
ences in wage levels between CWA 
groups and those in other industries. 

National bargaining is out this year. 
So are strikes if there is any possible way 
of avoiding them. 

At a recent meeting, Mr, Beirne said: 
“This year we must concentrate on 
knowing the facts which exist in the in- 
dustry and each location. The union will 
supply the data on the industry picture. 
Each division must dig up the facts on 
the local situation but with a minimum of 
aid from the union. The combination of 
these data should guide each officer in 
his bargaining approach.” 

In addition to the wage question, the 
union hopes for specific improvement in 
every division’s contract on force sur- 
plus, seniority and sickness payments for 
the first seven days. 

Executives of the union believe that 
the union shop should be demanded in 
every division. However, National Labor 
Relations Board votes will be the deter- 
mining factor. 
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By OWEN ELY 


The Utility Construction 
Program Is Ambitious 


T= cost of the electric utility com- 
panies’ construction program for 
1947-51 is now estimated at around $6 
billion—more than 50 per cent of the net 
plant investment in 1946. Kilowatt ca- 
pacity will be increased to about 57,- 
000,000, a jump of 43 per cent over the 
40,000,000 capacity of 1946 and nearly 
70 per cent over 1939. In terms of op- 
erating efficiency, the increase may be 
greater because worn-out, inefficient 
equipment will be replaced (for working 
purposes) with latest-type generators 
and other equipment. It seems safe to 
estimate that, based on potential power 
rather than name-plate ratings, effective 
plant capacity may be almost double the 
prewar level. 

Is this substantial increase really 
necessary? About one-third to one-half 
of the new capacity is probably consid- 
ered needed to restore a “safe’’ reserve 
of operating capacity over the sum of 
noncoincident peak loads—but reserves 
of 25-40 per cent are perhaps no longer 
so necessary as they were in the 1920's 
and early 1930’s. Many plants and areas 
are now interconnected, as contrasted 
with a relatively small amount of inter- 
connection in the 1920’s. Moreover, 
operating engineers learned quite a few 
tricks during the war about squeezing 
more kilowatts out of generating equip- 
ment than previously seemed possible ; 
and there is no reason why this knowl- 
edge cannot be used in future peak load. 
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N the face of it, it looks as though 

the utility industry is planning 
for about a 2535 per cent increase in 
output by 1951, with the balance of the 
increased capacity devoted to restoration 
of a “normal” reserve. Will business 
necessarily increase at this rate? There 
are many abnormal factors now operat- 
ing to stimulate industrial activity, chief 
of which are our huge export business 
and the national construction program. 
When these wane, business activity may 
subside to a level considered “normal” 
a few years ago. 

It should be realized that the expan- 
sion program for manufacturing com- 
panies is much further along than that 
of the utility companies, which have been 
handicapped by delays and bottlenecks in 
generator construction. According to a 
recent survey by McGraw-Hill (Busi- 
ness Week, February 7th, pages 65-72) 
64 per cent of the manufacturing expan- 
sion program has now been completed, 
and 85 per cent will be finished by the 
end of 1948. When the entire program 
is completed, the estimated increase in 
capacity over 1939 will be 52 per cent. 
About 84 per cent of the whole program 
will be financed out of capital, reserves, 
and surplus. Only 2 per cent of the man- 
ufacturers queried by McGraw-Hill ex- 
pected to finance the program in 1948 
by new issues of stocks and bonds, and 
4 per cent expected to raise part of the 
money this way. 

If these estimates prove correct, in- 
dustrial building activity may taper off 
sharply after the end of 1948. Resi- 
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dential and miscellaneous building may, 
on the other hand, carry along for an- 
other two or three years before urgent 
demands are satisfied. 

The electric light and power industry 
will undoubtedly continue its past pat- 
tern of long-term growth, but this growth 
has always been irregular. Following 
World War I, kilowatt-hour gains were 
slow until 1922; by 1929 output had 
more than doubled over 1922, but the 
industry then “coasted” for five years 
before growth was resumed. During the 
recent wartime and postwar period, out- 
put jumped nearly 80 per cent with a 
further gain indicated for 1948. Isn’t it 
logical to expect a breathing spell of sev- 
eral years, after present abnormal indus- 
trial construction activities taper off? 


I° connection with the Krug report 
(“National Resources and Foreign 
Aid”) published October 9, 1947, the 


staff of the Federal Power Commission 
forecast an increase of 37 per cent-in 
total energy requirements during 1946- 
52, to double the 1940 figure. But it 
should be remembered that Federal 
Power Commission estimates in the past 
have generally proved to be on the high 
side. During the war, and again more 
recently, the commission forecast an 
alarming shortage of electricity—which 
did not occur. It may be that its esti- 
mates of future needs will also prove a 
little wide of the mark. 

It is interesting to note that the Krug 
report gave scheduled installation of gen- 
erating capacity during 1947-51 as 14,- 
400,000 kilowatts, which presumably was 
for the entire electric power industry, 
not merely the private electric utilities 
(which generate only about two-thirds 
of the total). The program as indicated 
in the Krug report, and as more recently 
estimated by the Edison Electric Insti- 
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COMPARISON OF GENERATING CAPACITY AND PEAK 
LOADS FOR PRIVATE UTILITIES 
(Millions of Kilowatts) 


Private 
Utility 


Capacity 


21.8 
23.4 
26.0 
28.0 
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*Estimated, 
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Est. Sum 
Of Noncoin. 
Peak Loads 
15.6 
16.3 
17.7 
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tute, compare as follows (millions of 
kilowatts) : 
Krug EEI 
All Private 
Utilities 
2 
5 


3 
3 


17 
This would seem to indicate that the 
private utilities have let a large number 
of additional contracts: since last 
summer. 

It is too early as yet to appraise the 
results of the recent decline in commod- 
ity prices. Thus far, there has been 
about a 20 per cent decline in wheat and 
smaller declines in other foods and re- 
lated commodities. To what extent 
metals and building materials may be af- 
fected remains to be seen. At any rate 
the deflationary trend should prove bene- 
ficial to utility companies, in (1) reliev- 
ing the pressure of rising operating 
costs, (2) reducing construction costs, 
and (3) retarding the trend toward 
higher interest rates on “new money” 
security offerings and bank loans. 

Most of the contracts for new elec- 
trical equipment are doubtless cancelable. 
While it would be premature to cancel 
any contracts until the extent of any 
temporary business decline can be 
gauged, it would seem advisable not to 
place new contracts until the business 
picture has clarified somewhat. 


* 


Producers 


January Utility Financing 
U’ to 1947 refunding operations 


greatly predominated in_ utility 
financing and “new money” issues were 
a minor factor. Now the situation is re- 
versed and refundings are becoming a 
rarity. In January there was only one 
such operation—a $10,000,000 debenture 
issue. Also there were no sales of com- 
mon stocks from holding company port- 
folios in that month. 
New money financing in January in- 


cluded 12 mortgage bond issues—7 pub- 
lic sales aggregating $140,000,000 and 5 
institutional sales totaling $5,250,000; 2 
debenture issues (a $10,000,000 public 
offering and $5,225,000 private sale) ; 2 
preferred stock sales (a public offering 
of $5,454,000 and a $1,000,000 private 
sale) ; and 3 common stock sales through 
subscription rights, totaling $6,952,000. 

Including the $10,000,000 refunding 
issue, total financing for the month ag- 
gregated $173,881,000. January was a 
relatively slow month as compared with 
December when utility financing exceed- 
ed half a billion dollars. The monthly 
average for 1947 was about $260,000,000 
and for 1946 $176,000,000. 


* 


Current Trends in New 
Financing 


A pointed out in this department 
(January 29th issue, page 171), 
new money financing in 1947 by all utili- 
ties approximated 80 per cent in bonds 
and debentures, 8 per cent preferred 
stock, and 12 per cent common stock. 
The January, 1948, figures show an ac- 
centuation of this trend toward debt 
financing: Mortgage bonds were 84 per 
cent of the total, debentures 9 per cent, 
preferred stocks 4 per cent, and common 
stocks 4 per cent. 

This tendency may, in some individual 
cases, mean a whittling down of the com- 
mon stock ratio below the 25 per cent 
level established informally by the SEC 
a few years ago. Where this occurs 
with the sanction of the commission, the 
company is usually required to provide a 
sinking fund or serial maturity, which 
will operate to restore the stock ratio to 
25 per cent over the reasonably near fu- 
ture. 

The commission has also usually 
restricted dividends on a sliding-scale 
basis until the common stock ratio is re- 
stored to a desired level of 25 per cent 
or more. 

Over the past two decades common 
stock and surplus have averaged 37-39 
per cent of total capitalization for elec- 
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tric light and power utilities. In 1937 the 
capital ratios were 48-15-37 instead of 
the SEC formula of 50-25-25 ; and there 
has been little change since that date, 
with reinvested surplus slightly exceed- 
ing plant write-offs. 


iy 1946 there was a 46-15-39 setup, and 
for 1947 it is estimated at 49-14-37. 
It has been forecast that the electric utili- 
ties during the years 1947-51 inclusive 
will spend about $6 billion to finance 
their construction program. The entire 
utility industry in 1947 raised about $1.8 
billions new money, according to our es- 
timate, while the Commercial & Finan- 
cial Chronicle reports about $2 billion. 
Assuming that about $1 billion repre- 
sents the electric power and light share 
of the total, it would appear that the in- 
dustry has financed about two-thirds of 
its current requirements through new 
securities, the balance being met through 
bank loans and cash derived from amor- 
tization charges, net income, etc. 

Assuming a continuation of this trend 
the electric utilities might have to raise 
about $3 billion more through new 
money security offerings in 1948-51. As- 
suming that this capital is issued in the 
1947 pattern of 80-8-12, and that the 
equity ratio is bolstered by the annual 
reinvestment of $150,000,000 surplus 
earnings (compared with about $180,- 
000,000 available annually in 1946-7) 
the resulting capital setup in 1951 is esti- 
mated at 51-13-36. 

Thus while the 1947 financing method 
has appeared superficially to be uncon- 
servative, it seems unlikely that the 
equity ratio (national average) will be 
diluted to any dangerous extent. There 
are, however, two reservations to such a 
conclusion. Earnings and dividends must 
remain somewhere around present levels, 
so as to permit a substantial contribution 
to equity from this source; and bank 
loans must not prove too burdensome in 
relation to the various estimates present- 
ed above. After 1951, however, the utili- 
ties should enjoy a breathing spell, which 
should permit rapid retirement of float- 
ing debt. 
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poLicy which might aid those utili- 
ties whose current debt ratios are 
on the high side would be to pay com- 
mon dividends in stock rather than in 
cash during the difficult financing period. 
Such a policy has been followed ad- 
vantageously for years by North Amer- 
ican Company, perhaps the most soundly 
financed holding company system. Amer- 
ican Gas & Electric, also noted for its 
conservative financial policies, adopted a 
similar policy last year, which will carry 
over to about July, 1949. Public Service 
of Indiana is currently paying its entire 
dividend in stock. All three companies 
were fortunate in having stocks in their 
portfolios available for distribution so 
that they did not have to dilute (directly) 
their own common stock equity. Actual- 
ly, however, there is not a great deal of 
difference as to whether assets are dis- 
tributed, or additional common stock is- 
sued in lieu of cash dividends. In either 
event the equity dilution is gradual and 
(theoretically at least) is soon restored 
by reinvestment of the salvaged cash. 
More important, there is not the sharp 
interim decline in the price of the stock 
which appears inevitable under present 
market conditions when a new offering, 
or issuance of subscription rights, is an- 
nounced. Also, a sudden sharp decline 
in share earnings resulting from the in- 
creased number of shares, which may 
have unfavorable market effects, is 
avoided. It is only fair to add, however, 
that the dividends paid in stock seem 
somewhat less popular (as reflected in 
market price) then cash payments. 

In paying stock dividends, a policy of 
disbursing cash in lieu of fractional 
shares, using the market value at the 
time of distribution (a policy followed 
by North American Company), is ad- 
vantageous to small stockholders who 
must otherwise cash their scrip at a sub- 
stantial discount from market value. 

Judging from the January record and 
recent announcements, the current trend 
seems to be definitely toward subscrip- 
tion rights to shareholders, rather than 
public offerings of common stock. Pa- 
cific Gas and Electric recently asked the 
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FINANCIAL NEWS AND COMMENT 


California Public Utilities Commission 
for authority to issue 686,953 additional 
common shares to stockholders at $25 a 
share (the par value) on a 1-for-10 basis. 
The total amount of the proposed sale 
is $17,173,000 or about 17 per cent of 
the $100,000,000 contemplated new con- 
struction in 1948. 


TOCK offerings must be on a realistic 

basis in view of current unsettled 
market conditions and deflationary 
psychology. An offering such as that of 
Pacific Gas, with the subscription price 
set about 27 per cent below the market, 
seems bound to prove successful. No 
underwriting efforts seem required, since 
arbitrageurs will take care of unsub- 
scribed stock (except for the negligible 
percentage of stock held by persons who 
forget to sell their rights). Where the 
subscription price is closer to the current 
market, as with the recent Cincinnati 
Gas & Electric offering (92 per cent sub- 
scribed), allowance must be made for 
shrinkage. In such cases several protec- 


tive devices are available: (1) The of-_ 


fering may be underwritten; (2) brok- 
ers may be offered a moderate share 
commission to obtain subscriptions; and 
(3) any warrant holder may be permit- 
ted to make an oversubscription, subject 
to final allotment. 

Bankers were formerly somewhat re- 
luctant to underwrite stock offerings be- 
cause of the possibility of a market upset 
during the stand-by subscription period 
(usually several weeks). But new tech- 
niques are being worked out to reduce 
stand-by risks. The brokers can “go 
short” of the stock and thus hedge their 
commitment, and they can buy rights or 
carry on stabilizing operations in the 
stock. _ 

The other two devices named above 
were successfully used by Southwestern 
Public Service in its recent common stock 
sale. The company received only an 83 
per cent “regular” or preémptive sub- 
scription (85,545 shares out of 103,113 
offered). The subscription price had 
been fixed fairly high at 21, considering 
the fact that the stock had advanced in 


the over-counter market several weeks 
earlier from 21 to around 23-4 as the re- 
sult of an excellent publicity program to 
acquaint Wall Street with the company’s 
favorable earnings trend and outlook. 
The stock again bogged down to around 
the 21 level after announcement of the 
offerings, and the rights sold at nominal 
levels. But the oversubscription privilege 
permitted large stockholders, or others 
who bought the rights, to increase their 
commitments substantially. Warrant 
holders who were stockholders of record 
could subscribe for an unlimited number 
of additional shares, and those who were 
not stockholders of record could sub- 
scribe for twice the number of shares 
stated on the warrant. 


HUS, in effect, the issue became a 

public offering subject to the pre- 
émptive rights, but without having to 
await completion of the stand-by period. 
Underwriting risks were greatly re- 
duced and there was a heavy oversub- 
scription. Warrant holders subscribed 
for 49,844 additional shares, or nearly 
60 per cent as much as the preémptive 
subscriptions, and on an over-all basis 
the issue was 31 per cent oversubscribed. 
It is not clear whether compensation to 
brokers applied to both regular and over- 
subscriptions. Dillon, Read & Co., tradi- 
tional bankers for the company, headed 
the underwriting syndicate. 

It is also interesting to note that the 
company sold an issue of $1,000,000 5 
per cent preferred stock directly to the 
Travelers Insurance Company at par, 
presumably with the aid of its bankers 
as agents. Such private financing, 
which has been quite rare in the case of 
preferred stocks, might well be resorted 
to more frequently in view of the diffi- 
culties involved in selling such issues on 
a competitive bidding basis. 

The SEC has recently become more 
lenient with respect to capital ratios. A 
good example is the revised financing 
and recapitalization program of Inter- 
state Power. Last November the pro- 
posed new capital setup was about 66 
per cent debt and 34 per cent common 
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stock ; but the SEC was dissatisfied with 
the bids for the new securities and the 
financing was postponed. Now a $5,- 
000,000 debenture issue has been substi- 
tuted for about half of the stock, so that 
the ratios are 82-18. There will now be 
1,500,000 shares outstanding but only 
about $3,600,000 worth of stock is to be 
sold, the balance being allocated to se- 
curity holders. Share earnings on the 
common stock are increased from 54 
cents under the former plan to 94 cents, 
thus permitting a more respectable price 
for the new issue. Retirement of the 
debentures will eventuaily restore the 


equity ratio, 


N the February 9th issue of Barron’s, 

Ernest R. Abrams and John F. Fal- 
vey have written an article suggesting 
that the “SEC may allow more utility 
bond financing,” and also suggest that 
“state commissions likewise will view 
requests for rate boosts sympathetically.” 
They point out that bond financing may 
have to be largely substituted for pre- 
ferred stock financing because of the 
difficulties of putting out preferred 
stocks. With a temporary relaxing of 
the 50 per cent debt ratio where neces- 
sary, the greater capital leverage would 
help to offset rising interest rates and 
perhaps improve share earnings, thus in 
turn helping to sell additional common 
stock. They estimate that the cost of ob- 
taining new bond money rose 20 per cent 
in 1947, preferred stock money 28 per 
cent, and equity money 18 per cent. The 
latter figure would appear to be on the 
low side; Pacific Gas and Electric will 
soon be offering new common stock on 
an 8 per cent basis, the recent South- 
western Public Service stock financing 
cost nearly that rate, and Washington 
Gas Light recently sold stock on a 7} per 
cent basis. 

Messrs. Abrams and Falvey think 
that, owing to these rising capital costs, 
the state commissions should no longer 
hold “fair rate of return” as low as 5.5 
per cent. They cite a moderate relaxa- 
tion of onorous regulation in the District 
of Columbia, an anticipated favorable 
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rate decision in Ohio, and the Dane 
County Circuit Court decision in Wis- 
consin. With respect to rate increases, 
however, the only electric utility which 
has thus far had the courage to ask for 
a rate increase is California Electric 
Power, which some weeks ago requested 
an increase of $860,000 a year to offset 
high operating costs. 


* 


Statewide Holding Companies 
Necessary? 


avip Cowan, utility specialist with 
D Shields & Company, in a recent 
talk before the Boston Analysts Society, 
suggested that if the electric utilities are 
to sell $4 billion of securities to pay for 
their construction program in the highly 
mechanized new-issue market it may 
prove necessary to revive the holding 
company pattern of ownership in order 
to do the necessary publicity program 
and sales job. Mr. Cowan stated: 


The character of the business makes it 
frequently desirable to have operations over 
large areas under single control, and the 
holding company was a convenient way to 
effect this where actual physical merger 
often was not. For all its critical under- 
tones, the Holding Company Act of 1935 
recognizes this by virtue of its § 30 which 
paves the way for future regroupings and 
consolidations. Companies are being cut 
loose from old associations in a sweeping 
divestment program. Is there not here one 
way to ease the financial problems of the 
smaller operators by fitting them into new- 
ly created systems? 

In 1929, it was possible to show that five 
top corporations controlled virtually all the 
power business of the country. To what ex- 
tent this concentration, so much the target 
for attack, was in the hands of investment 
companies, rather than holding companies 
as we understand the term, is probably im- 
material. But as an old saying goes: 
“Desperate evils call for desperate reme- 
dies” and, in a period of reform, the in- 
dustry reaped the whirlwind. Now is the 
time, it seems, to rebuild... 

Let us also admit quite freely that 
pyramided companies, if you wish to call 
it that, created an earnings leverage with 
the expected results marketwise. There 
need be no blinking this plain fact. The low 
rate of return in the utility business is com- 
pensated for by the regularity and relative 
certainty of income, 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS OPERATING 
COMPANY STOCKS 


Earned P-E 
Revenues $50,000,000 and over 7 7 (12 Mos.) Ratio 
Boston Edison ($2.40) ’ $2.51-j 
Commonwealth Edison ($1.40) 2.08-s 
Consol. Edison of N. Y. ($1.60) 1.90-dec. 
Consol. Gas of Balt. ($3.60) 4.92-dec., 
Consumers Power ($2) 2.81-dec, 
Detroit Edison ($1.20) 1.52-n 
Duke Power ($3) 8.09-d 
Pacific G. & E. ($2) 2.45-dec. 
Penn. Power & Light ($1.20) 2.08-dec. 
Phila. Electric ($1.20) 1.80-s 
So. Calif. Edison ($1.50) 1.70-s 
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Averages 


Revenues $10-$50,000,000 

O Atlantic City Elec. ($1.20) 
Birmingham Elec. ($1.20) 
Carolina P. & L. ($2) 
Central Hudson G. & E, (52¢) 
Central Illinois P.S. ($1) 
Central Maine Power ($1.20) 
Cincinnati G, & E. ($1.40) 
Cleveland Elec. Illum. ($2.20) 
Columbus & S. Ohio Elec. ($2.80) 
Connecticut L. & P. ($4) 
Dayton P. & L. ($1.80) 
Delaware P. & L. ($1) 
Florida Power Corp. ($1) 
Gulf States Util. ($1) 
Hartford Elec, Light ($2.85) 
Houston Lighting ($2 

Illinois Power ($2) 
Indianapolis P. & L. ($1.50) 
No. Indiana P. S. ($1.20) 
Ohio Edison ($2) 

Potomac Elec, Power (90¢) 
Pub. Ser. of Colo. ($1.65) 
Pub. Ser. of Indiana (Stock) 
Public Service of N. H. ($1.80) 
Puget Sound P. & L. (80¢ 
San Diego G, & E. (80¢) 
Southwestern Pub. Ser. ($1.60) 
Utah Power & Light ($1.40) 
Virginia Elec. Power ($1.20) 
Wisconsin Elec. Power ($1) 
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Averages 


Revenues under $10,000,000 
C Calif. Elec. Pr. (60¢) 
Central Vermont Pub. Ser. .....2sccccoccece 
E] Paso Electric ($1.60) 
Empire Dist, Elec. ($1.12) 
Mountain States Power ($2.50) 
Penn Water & Power ($4) 
Sierra Pacific Power ($1.60) 
Tampa Electric ($2) 
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Averages 


Averages, three groups 
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RECENT FINANCIAL DATA FOR PRINCIPAL ELECTRIC-GAS 
HOLDING COMPANY STOCKS 
2/9/48 Earned 
Integrated Holding Company Systems Price Yield (12 Mos.) 
American Gas & Elec. ($1 and Stock) 6.75% “ee 
Central & Southwest (70¢) 9 78 or 
New England Elec. System ($1) 12 8.3 = s 
New England G, & E. (80¢) 10 8.0 i 
West Penn Elec. ($1) 15 6.7 .95-dec. 


Averages 7.5% 


Systems in Process of Integration 
Common Stock—Dwidend Paying 
American L. & Tr. (Stock) 
Cities Service ($2) 
Electric Bond & Share ($1) 
General Pub. Util. (80¢) 
North American (Cash and Stock) 
Philadelphia Co. (55¢ 
Pub. Ser. of N. J. ($1.40) 
United Gas Impr. ($1.30) 
United Lt. & Rys. ($1) 
West Penn Power ($1.65) 
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Averages 


Common Stocks—Nondividend 


American P. & L. 

Commonwealth & Southern ... 

EE OMNES Awedicdousted¥nebevaes 

Inter. Hydro-Elec. “A” 

Long Island Lighting 

EE SE RI, suse cdscececencseecesdie 
New England Pub. Ser. ...........eseeeeee8 
Niagara Hudson Power 
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Approx. 
Preferred Stocks—Dividend Paying i Arrears 
I AR NS os dceny cad ocebiinvicess - 
Philadelphia Co, $6 Pfd. ........cccccccccese 
Amer. & For. Power $7 Pfd. ..........20200- 
"SR vb oS re ae 
Commonwealth & Southern $6 Pfd,......... 
Electric P. & L. $7 Pfd. 
Niagara Hudson Pr. 5% Ist Pfd. 
Nr. States Pr. (Del.) 7% Pfd. ...........0 
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44 
19 
89 
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Preferred Stocks—No Current Payments 

C Electric P. & L. $7 2nd Pfd, .......scccccees 
C Int. Hydro-Elec. $3.50 Pfd. 

O New England P. S. $7 Plain Pfd. ........... 
C North Amer. L. & P. $6 Pfd. ............... 
S Standard G. & E, $7 Prior Pref. ............ 
Cs SS Be OE Bs GP GUL, caine Se tusccdeoscces 


B—Boston Exchange. C—Curb Exchange. O—Over counter or out-of-town exchange. S— 
New York Stock Exchange. d—December, 1946. j—June, 1947. a—August, 1947. s—September, 
1947. o—October, 1947. n—November, 1947. dec.—December, 1947. PF—Pro forma current 
earnings. 
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d What Others Think 


Nationalization of Britain’s Transport 


A midnight, December 31, 1947, Brit- 
ain’s several competing inland trans- 
port 
monopoly. Four large railway systems, 
busses, trucks, canal, and other inland 
waterway transport enterprises passed to 
government ownership and control, Un- 
der the transport nationalization program 
the entire transit system of London, “un- 
derground,” busses, tramways, and re- 
lated equipment, was combined in a 
single London Passenger Transport 
Board. 

There is no immediate hope of im- 
proving British railway services, and no 
hope of fare reductions. On the contrary, 
Labor government officials frankly hint 
a fare increase may soon be necessary to 
assist in the rehabilitation of the war- 
worn lines, The first goal is coordination. 
Competition between trucking and rail- 
ways, notably in the freight haulage line, 
will be ended and resulting operating 
economies attempted. In contrast to the 
government-owned Italian and French 
railroads, the British will try to run the 
integrated transport without aid from 
government subsidy. This is the reason 
why the fares, now at an all-time high 
for Britain, will not be reduced and may 
go higher. Until new equipment can be 
secured, accommodations will continue to 
be overcrowded. 

A. F. Merrill, writing in The (Wash- 
ington, D. C.) Evening Star, commented : 


Though they will remain under constant 
discussion for years to come, the merits and 
demerits of transport nationalization are far 
beyond the debate stage. The Labor govern- 
ment accomplished this when it employed a 
drastic cloture in Parliament, and then made 
the Transport Act into law with a speed 
which lovers of British democracy found 
somewhat disturbing. As a point of passing 
interest, it was the opposition to this steam- 
roller method which inspired the Socialists’ 
recent attack upon the House of Lords, the 
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systems became a government - 


delaying tactics of which body constitute al- 
most the sole remaining check and balance 
mechanism in the Socialist British govern- 
ment. 


HE nationalization program is based 
on Socialist policy which calls for 
government ownership and control of the 
means of distribution, and basic, or key, 
industries, On this, the Washington Star 
article stated : 
. . . in presenting its case to the people it 
harped upon a simpler and more popular 
theme. For the rank and file the government 
asserted that public ownership on road and 
rail would improve transport efficiency which, 
it charged, was in a state of hopeless muddle 
and confusion, due principally to the evil of 
capitalist monopoly. 

On this single peg of efficiency they hung 
their whole case for transport control, as far 
as the man in the street was concerned. For 
the better informed they admitted the pres- 
ence of the freight rate question, and in this, 
the equalization of truck and train rates, lies 
the true heart of the transport difficulty in 
England today. 

Little is wrong with railroad efficiency 
that may be blamed on the circumstance of 
private ownership. 


The British island, although small, has 
a railroad network of 52,000 miles of 
track. Even before the war it handled 
more passengers per year than all the 
United States railroads combined. In 
1921, the 120 railroads of Great Britain 
consolidated into 4 large systems suffi- 
cient unto the task of transporting, not 
only the British and American armies 
prior to the invasion, but civilian travel- 
ers and their freight as well. 

In the matter of freight, truck com- 
petition with the railways, and the rail- 
road freight rate structure, has been a 
complex problem. Rail freight rates are 
established by law and are strictly con- 
trolled. Trucking was unregulated and 
operated with little overhead when com- 
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pared to the railways. Railway freight 
rates were based on the value of the goods 
shipped and the trucking rates on the 
basis of hauling costs. 


O* the financial side of the recent 
nationalization move, the holders of 
shares in the British railway systems will 
receive a British Transport 3 per cent 
guaranteed stock, to mature in thirty to 
forty years, issued at, and redeemable at, 
par value. This was announced by the 
British treasury on January 2nd. The 
conversion transaction is the greatest of 
its kind since the World War I loan con- 
version in 1932. It involves about $,- 
000,000,000 of securities in the four great 
railway systems, the London Passenger 
Transport Board, the canals, inland 
waterways, hotels, docks, and other serv- 
ices affiliated with the railways. 

Each of the 1,000,000 security holders 
will become a holder of the new stock to 
an amount equal, pound for pound, to the 
value of his old securities, as stipulated 
in the Transport Act. 


A copyrighted column by Don Cook 
appearing in the New York Herald 
Tribune summarizes the British national- 
ization picture to date, and lists future 
moves of the type. From this we quote 
the following: 

The transport nationalization is the fourth 
and biggest of the Labor government’s pro- 
gram, having been preceded by nationaliza- 
tion of the coal mines, civil aviation, and 
telecommunications. 

Before the coming year is out the Trans- 
port Commission also will take over interur- 
ban bus and truck systems. Nationalization 
of the electricity industry has been voted by 
Parliament, but not yet carried out. The gas 
industry and eventually iron and steel will 
follow into public ownership if the govern- 
ment carries out its announced intentions. 


In conclusion one may recall some per- 
tinent remarks made by Brigadier Gen- 
eral Wade H. Hayes, in his paper pre- 
sented before the EEI convention in 
June, 1947. He said, “Socialists are all 
out to smash the capitalist system as at 
present applied to key industries. At the 
same time they are after monopolistic 
control of them.” 





Do Americans Understand the Basic 
Facts of Our Economy? 


eB need for intensive study of all 
angles of the question of personnel 
relations in each industry is a subject of 
discussion at many meetings of business 
leaders these days. 

Alvin E. Dodd, president of the 
American Management Association, told 
the Manufacturers Surgical Trade As- 
sociation, at its meeting in New York city 
in December, that 


Personnel activity in a modern corpora- 
tion—that activity of management dealing 
with human resources—is the most important 
and most difficult of present-day manage- 
ment functions. And I may add to that, that 
progressive management now knows this— 
even where it doesn’t know too well how to 
tackle the job. 

AMA’s own annual report for last year, 
for example, quoted the composite opinion of 
hundreds of our leading members on what 
they think is the most important attribute 
for management men today. Those operating 


FEB. 26, 1948 


executives, who are leaders in their field, 
were virtually unanimous in saying that skill 
and experience in human relations are far 
and away a requisite greater than special 
technical knowledge of any sort or to any 
degree. 


It was the speaker’s view that people 
want to feel more important as part of 
their working groups. As a result, he 
said, many of them are dissatisfied 
despite the fact that their pay is now 
higher than ever before. He added: 


We must realize that the great frontier 
for improvement is in the science of human 
relations. Unless we bring our competency 
in this direction to the level of our prowess 
in technical development, we face the possi- 
bility of mass defection from our industrial 
organization simply because it may not offer 
the human satisfactions to those who man it. 


r. Dopp then declared that, along 
with the development of greater 
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intangible satisfactions for the working 
force, must go an effort to educate the 
population as a whole in our economic 
way of life. As an illustration of the 
need of such education, he cited the 
following : 


Take the case of Joseph Zipotas. A short 
time ago, he received his 25-year service pin. 
Because a 25-year employee ought to know 
his company well, a personnel or public re- 
lations official of the company undertook a 
lengthy interview to find out how well Joe 
did know his company. 

This is what Joe did not know: The year 
his company was founded, the number of 
plants in the company, the name of the com- 
pany president, the location of the company’s 
headquarters, the source of a single raw ma- 
terial, either the operation in the plant which 
preceded his own or that which followed it. 

When asked for a definition of free enter- 
prise, as it affected him, Joe at first did not 
recognize the phrase. After a little explana- 
tion, he ventured that the only free enter- 
prise that he figured he had anything to do 
with was work he did at home making mod- 


els in his own shop. When asked whether 
he and some of the other men he worked 
with ever discussed such things as the im- 
portance of economics and free enterprise to 
the worker, Joe said: “Us fellows don’t stand 
for that kind of radical talk.” 


These observations of Mr. Dodd’s, as 
to the lack of understanding by the pub- 
lic generally of the fundamentals of a 
free economy, are emphasized by the re- 
ports of various opinion polls. This type 
of research discloses that impressions, 
far from the existing actualities, are 
widely prevalent. 

It would seem that the business- 
managed, investor-owned utility com- 
panies—dealing directly, as they do, with 
so large a portion of the public—are in a 
favored position to aid people to a better 
understanding of basic facts in our na- 
tional economy, as commented upon by 
Mr. Dodd. 

—R. S.C. 





Annual Reports for Employees Aid 
Better Understanding 


AN this season of the year when it is 
customary for corporations to pub- 
lish their annual reports, it will be of 
interest to observe if there is an increase 
in the trend to issue a report for em- 
ployees as well as for stockholders. 

While this practice has not, perhaps, 
been as prevalent among utilities as it 
has with industrial concerns, a few util- 
ity companies have sent a separate report 
to each group, and several have ad- 
dressed their annual report to “stock- 
holders and employees.” 

In various quarters evidence is seen 
that it is the aim of some corporate 
managements to inform employees quite 
fully about the affairs of the company 
for which they work—especially as to 
certain phases of the business with 
which they may not be familiar, and may 
not understand. 

The Champion Paper & Fibre Com- 
pany, of Hamilton, Ohio, founded over 
fifty years ago, follows such a policy. 


Separate annual reports are sent to em- 
ployees and stockholders. In explaining 
this policy the company comments: 


The reason for issuing separate reports 
for employees and stockholders is based on 
differences in primary interests of the two 
groups. It is felt that, while employees are 
familiar with manufacturing processes and 
company products from their day-to-day as- 
sociations with them, they know compara- 
tively little about the management problems 
involved in production, sales, and advertis- 
ing, acquisition of raw materials, and com- 
pany financing. On the other hand, stock- 
holders as a group are more likely to be 
management conscious, less informed about 
physical operations. Thus, each report has 
been designed to provide the information 
which the respective groups most need. 


PERUSAL of these individual reports 

discloses that the subjects dis- 
cussed have been selected for their spe- 
cial interest to the group addressed. In 
the stockholders’ report, matters of mo- 
ment to the investor are to be found 
under such headings as “The Financial 
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Operations,” “Sales and Marketing,” 
and “Pulp and Paper Production,” with 
comments upon the expansion and for- 
estry programs, and on research and 
product development. 

Several pages in the report to stock- 
holders are devoted to industrial rela- 
tions, and in a reference to annual re- 
ports for employees it is stated: 


Champion has issued annual reports to its 
employees during the past eight years, so 
that they may have the opportunity of know- 
ing more about the operations and finances 
of the company. 

The last three reports have been designed 
to present a clear picture of the American 
system of free enterprise and the position 
which Champion occupies in it. The 1945 re- 
port covered the historical background of 
the American way of life; the 1 report 
discussed the rules under which we live and 


“GREAT SCOTT, GUS—PAY ATTENTION TO WHAT YOU’VE GOT HOLD OF!” 


operate, and the rights, privileges, and obli- 
gations of our citizens; and the current 1947 
report tells the story of American business 
management. Covers of these reports to em- 
ployees are pictured on the opposite page. 
Stockholders who would like to have copies 
of the current report are invited to address 
their requests to the company. 


Turning the pages of the report to 
employees, which bears the title “Annual 
Report to Champions—1947,” one reads 
in a foreword that it is dedicated to 
“America’s businessmen.” 

This report begins, under the heading 
“I'd Rather Be President . . .” with a 
reference to the remarkable production 
record of American industry during 
World War II, and the observation is 
made that 


This production ability did not come into 
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being overnight. It resulted from long ex- 
perience in making goods efficiently, eco- 
nomically, and in vast amounts. And behind 
this production story is the story of the men 
who made it possible; men who make up 
America’s business management. 

Who are the managers of American 
business? They are the company execu- 
tives, presidents, vice presidents, and de- 
partment heads, foremen, and supervisors, 
upon whom rests the responsibility of keep- 
ing business running year in and year out. 

The security of thousands of employees 
and stockholders is dependent upon the wis- 
dom of management’s judgment. Misman- 
agement can produce disastrous results . . . 
unemployment for workers; loss of savings 
for stockholders, Business managers are on 
the spot in every sense of the word. But 
they have handled themselves well, as evi- 
denced by the high standard of living which 
our country enjoys, and the progress that 
- been made under the American way of 
ife. 

Much of the credit for putting such in- 
ventions as automobiles, telephones, refrig- 
erators, and like products within the reach 
of the average wage earner, is due the man- 
agers of American business. It was their 
ability to take these inventions, improve 
upon them, and put them into economical 
production that has given our nation more 
of the products for better living than there 
are in all the rest of the world. 


AY to the expression noted in the head- 
ing “I’d Rather Be President,” it 
is commented that “the grass always 
looks greener in the other fellow’s yard,” 
and further that 


... Many of us at one time or another have 
been possessed with the thought: I’d rather 
be president of the company than do what 
I’m doing now. Oftentimes, lack of knowl- 
edge leads people to believe that the jobs of 
top company executives are simple ones. But 
when informed about their many duties, long 
hours, and heavy responsibility, an entirely 
different viewpoint is taken... . 

_Yet the never ending parade of men of 
vision and ambition continues. It requires 
a great deal of courage and ability to tackle 
a job which involves responsibility for the 
welfare of thousands of people; but Amer- 
ican business management has never been 
found wanting for recruits. All over Amer- 
ica our hats are off to the men who say: “I’d 
rather be president” and mean it, for the 
must be prepared to tackle a strenuous j 
with full realization of the problems which 
lie ahead. 


Several pages of this employees’ re- 
port are devoted to the relation of stock- 


holders, directors, and officers to the con- 
duct of the company’s business. This 
section is headed “These Businessmen 
Work for Champion Customers, Em- 
ployees, and Stockholders.” 

There are photographs and brief 
biographical sketches of the principal 
men in the top management of the com- 
pany’s affairs. Members of the super- 
visory groups at the three chief divisions 
are also named, with each group pictured 
at a conference table. This method of 
presentation enables the more than 7,500 
employees to know not only who are the 
men in management, but also the story 
of what they did to get there. 


N succeeding pages there are in- 
formative statements, about the 
importance of “increased production” 
and why it “means more for everyone.” 
The expansion plans of the company are 
detailed at some length, and in a manner 
to make clear the extent of planning re- 
quired for some of the new installations. 
On another page, headed “The Work- 
er Is the Backbone of Democracy,” the 
employee is told : 


The American nation was founded upon 
the principle that the government works for 
the people, not the people for the govern- 
ment. Here, the individual is not a slave of 
the state. Here the people elect from among 
themselves the men and women to whom they 
delegate authority. ... 

It is within this same democratic pattern 
that the American business system operates. 
The people who own an American company 
elect their representatives. These representa- 
tives are responsible for their actions to the 
people who elect them, and are subject to 
removal at the anual meeting of stockhold- 
ers. 

With Americans everywhere, work is a 
national trait of character. . . . For only by 
work can we produce; only by working to- 
gether can we continue to obtain the good 
things of life. And, generally speaking, we 
each — the work for which we are best 
suited by training, experience, and natural 
ability. It matters little what the job, so long 
as we perform it well. 


Under this same heading comment is 
made upon the security plans which the 
company has made available to its em- 
ployees, with a listing of the various 
plans which have been set up. 
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pom page is devoted to “The Man- 
agement of Capital.” This vital 
phase of the conduct of a business enter- 
prise is explained in a way to give any 
employee a clear understanding of mat- 
ters with which he probably has little 
contact, and which he may have thought 
complicated. The report states: 


Any well-run unit in a capitalistic coun- 
try such as America requires sound han- 
dling of that unit’s finances. It makes no 
difference whether the unit is a family, local, 
state, or Federal government, or an indus- 
trial company. It must have what the ac- 
countants call a sound fiscal policy, if it is 
to be successful. 

This means that outgo must be properly 
balanced against income. Good judgment 
must be exercised in conserving assets. Sav- 
ings should be accumulated for healthy 
growth and to guard against emergencies. 
Fairness in payment for services must be a 
guiding principle, whether those services are 
rendered in the form of labor or invest- 
ment. 

Charged with these obligations is the head 
of the family, the elected government offi- 
cials, and, in case of the company, the elected 
board of directors, or management... . 

Some years are better than others. Man- 
agement must take this factor of uncertainty 
into account, and set up what are called 
reserves in good years to take care of the 
bad ones. It must also plan ahead so that 
as uses for its products are increased, manu- 
facturing and distribution facilities can be 
increased to take advantage of these op- 
portunities. 

It must also take into account the fact 
that machinery and buildings wear out and 
lose their efficiency, and that they must be 
replaced with new and better machines and 
buildings. One way to replace them is by 
borrowing more money. A better way is to 
set aside from current income a portion of 
the money each year which will be required 
for replacement, so that it will be available 
when the equipment is worn out. 


It is pointed out that inasmuch as peo- 
ple accept money instead of the work of 
other people for the services they per- 
form, one of management’s heavy re- 
sponsibilities is to see that wages are 
fairly distributed to every employee in 
proportion to the value of his job in the 
organization—hence the job evaluation 
systems set up for Champion employees. 
And, it is further stated in the report 
that, 


If you are a stockholder, you know that 


you are entitled to wages on the money you 
have loaned to this or some other company. 
For the money you entrusted to manage- 
ment represents work which you performed 
and put aside, so that you might enjoy its 
benefits at a future date. 

With it you helped create employment for 
others; you have every right to expect a 
return on your investment. 

At the end of the year as the result of the 
investments of 4,667 Champion stockholders, 
and of good management through the years, 
we had invested in the business $7,600 for 
each employee. This has been used to buy 
the land and the buildings and the ma- 
chinery and tools necessary to provide 7,586 
jobs and to operate the company. 


a i complete this story of the man- 
agement of capital, there is set 
forth, under the title “Company 
Money,” a statement of the money re- 
ceived and what was done with it. Un- 
der four subheadings—We Took In, It 
Cost Us, We Distributed, and There Re- 
mained — are the items for income and 
outgo for the year, These are all so stated 
as to give the employee a definite picture 
of the many and diverse ways his com- 
pany must use its money to stay in 
business. 

The employees’ report closes with the 
president’s letter, which highlights the 
progress of the year in brief and inter- 
esting comment. 

Both of these Champion annual re- 
ports are profusely illustrated, the pic- 
tures in each one being selected for their 
special interest to the group—stockhold- 
ers or employees—to whom the report is 
addressed. 

That this industrial concern has for 
several years issued separate annual re- 
ports for its employees would indicate 
that such a policy has been found worth 
while. The method of approach adopted, 
as noted in the foregoing excerpts, sug- 
gests a perception on the part of the man- 
agement of the value of aiding employees 
to a better understanding 7 the actual 
workings of free enterprise. The factual 
information thus furnished the employee 
should also awaken him to his own per- 
sonal interest in the continued success of 
the company for which he works, 

—R. S.C. 
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Engineers View Pioneer Achievements 


art O. SHREVE, president of the 
United States Chamber of Com- 
merce, was the principal speaker at the 
seventieth anniversary dinner of the En- 
gineers Club of Philadelphia on Decem- 
ber 16, 1947. 

Shreve pictured engineering research 
as the “Aladdin’s lamp of industrializa- 
tion.” “Today, science is the cog of in- 
dustry. Science is a codperative effort, 
using modern equipment, modern lab- 
oratories, ordered routine,” he observed. 

Sounding a warning, Shreve said: that 
although American engineers were work- 
ing for peace, “the engineers of destruc- 
tion are also at work, as are their states- 
men and their politicians. The Russian 
engineer may tell himself that he is work- 
ing for peace. Or rather, he may be told 
that by his masters in the Kremlin, But 
Russia is not working for peace, Nor are 
Communists in France, or in Italy, or in 
America. World revolution is their ir- 
revocable goal. The word is their propa- 
ganda tool. The engineer is their produc- 
tion tool. He declared: 


We all recognize that private industry and 
government must join hands in technical de- 
velopment for defense if we are to progress 
at the speed needed in these threatening times. 
We do not want government control now, 
or at any other time of peace, except where 
security is as vital as it is, let us say, in the 
matter of atomic research, which is still a 
— project in its most urgent phases. 
On all other counts, industry can do the 
job, and do it alone. If government has a 
place in the picture, then that place is one 
of codperation and codrdination, not of con- 
trol. And even in the matter of codrdination, 
its interests should be limited by the strictest 
delineation of the boundaries of national se- 
curity and national progress, 


Horace P. Liversidge, chairman of the 
board of the Philadelphia Electric Com- 
pany, presided as toastmaster. One of 
the nation’s best-known utility officials, 
Liversidge lauded the contributions of 
the Engineers Club to industrial prog- 
ress, and added that the future security 
and prosperity of the country were at 
stake in our engineering schools. He 
said : 
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The war served to stress the importance 
of maintaining at all times a high degree of 
technological efficiency. If America is to re- 
tain its industrial preeminence, it is impera- 
tive we not only encourage engineering as 
a career but see to it that our engineering 
schools do not suffer for lack of funds. 


HILIP H, CHASE, president of the 
Engineers Club and also chief engi- 
neer of the Philadelphia Electric Com- 
pany, presented an interesting review of 
the history of the club, one of the oldest 
of its kind in the United States, which, 
with 11 affiliated engineering societies, 
has a membership of 6,500 
Chase said many of the revolutionary 
technological developments introduced 
before the turn of the century were 
looked upon with suspicion, and the co- 
Ordination of reliable scientific informa- 
tion marked a significant step which in 
later years contributed to the industrial 
progress of the country. He stated: 
Morse’s electric telegraph was the sole 
means of rapid, long-distance communica- 
tion, when the club was founded. In 1876, 
when Alexander Graham Bell exhibited his 
new electric telephone at the famous Cen- 
tennial Exposition, it was looked on as a toy. 
No one then could foresee the extent that 
descendants of Bell’s crude instrument would 
dominate the field of communication by pro- 
viding an entirely new service—instant, dis- 
tant communication by 2-way conversation. 


Chase also noted the corresponding 
achievements made in the field of illumi- 
nation which followed the development 
of Edison’s incandescent lamp, and the 
same inventor’s multiple distribution 
system. 

According to Chase, the founding of 
the organization was inspired by the 
technological developments displayed for 
the first time at the Centennial Exposi- 
tion held at Philadelphia in 1876. 
Prompted by the rapidly growing inter- 
est in scientific news, the club was or- 
ganized to “secure and exchange in- 
formation on engineering progress and 
projects, for the mutual benefit of its 
members.” Chase commented that, 

In carrying out this objective, the club 
held regular meetings at which engineering 
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papers on many subjects of local and world- 
wide interest were discussed. Additions to 
membership were not only local engineers 
but also prominent engineers in other cities 
and in foreign countries, classed as “corre- 
sponding members.” 

With rapid growth came the development 
of long-distance transmission, and highly 
efficient generation by steam. Innumerable 
tasks then laboriously done by muscle, and 


those impossible for muscle or even mecha- 

nism to do, are now being done by electricity. 

The vital importance of engineering 
and the exchange of scientific knowledge 
are illustrated by this striking picture of 
great technological progress which this 
country has seen in the last seventy years 
as Chase presented in his address. 





Notes on Recent Publications 


A Handbook Intended Primarily for the Use 
of Electrical Salesmen. The Electrical A ppli- 
ance Sales Handbook by Laurence Wray, 
managing editor of Electrical Merchandis- 
ing, has been designed to fill the need for a 
comprehensive manual for electric power 
and appliance selling and promotion. Much 
of the data is on the rural and small-town 
market, on the performance, operating cost, 
and sales features of the major electrical ap- 
pliances. It contains suggestions of value to 
sales executives in developing merchandis- 
ing and promotional programs. 

The handbook covers approved selling 
techniques and their application to the spe- 
cific problems of selling electric ranges, 
water systems, water heaters, refrigerators, 
home freezers, home cleaning equipment, 
home laundries, and the various types of 
electrical farm equipment. Wray has drawn 
on his experience with the problems of sell- 
ing electrical appliances, supplemented by re- 
search, to furnish a wealth of statistical and 
other information on the operating 
characteristics of appliances, consumer 
needs and desires, and the economics of farm 
and nonfarm electrification. This 225-page 
handbook, while of interest to all segments 
of the electrical industry, is of particular 
value to those working in farm, rural non- 
farm, and small-town markets. Price $2.75 a 
copy. 

tt is being offered at special rates by 
the National Electrical Manufacturers As- 
sociation in New York. THE ELECTRICAL 
APPLIANCE SALEs Hampsoox. Published by 
McGraw-Hill, New York. 


A Post Article. “Some of My Best Friends Are 
Streetcars,” appearing in The Saturday 
Evening Post of December 6th, by Peter 
Kocan with Ashley Halsey, Jr. An article 
on trolley systems throughout the United 
States by a man who has traveled 14,300 
miles on 92 systems, and once waited eleven 


days for a streetcar. The article provides 
some humorous anecdotes and is written in 
an attractive style. Accompanying the text 
are six interesting color photos showing 
transit wonders and oddities. “Some of My 
Best Friends Are Streetcars.” By Peter Ko- 
can and Ashley Halsey, Jr. The Saturday 
Evening Post, December 6, 1947. 


On Co-ops. A book on the consumer codpera- 
tives, written by a codperative movement 
supporter, Bertram B. Fowler. The author 
believes in the basic rules as established by 
the band of twenty-eight weavers who 
founded the first consumer co-op in England, 
at Rochdale in 1844. In Fowler’s opinion, 
the success or failure of the codperative idea 
will depend on how strictly “individual co- 
ops follow, or part from, these original 
tenets. Among them is the principle that a 
co-op will take no political stand. 

While it is true that modern democratic 
governments have tolerated or even actively 
supported co-ops, the movement’s value to 
the Socialists as a half-way house on the 
road to Socialism cannot be ignored. Some 
economists describe co-ops as a “voluntary 
step toward involuntary servitude.” 

Fowler’s book, however, lacks any com- 
ment that would shed unfriendly light on his 
ideal. He presents some progress reports on 
American codperative associations, and be- 
cause the greatest co-op success has been in 
the realm of agriculture, the emphasis has 
been placed on rural co-op societies and the 
codperative ownership of farm machinery, 
etc. 

In one chapter Fowler discusses and de- 
fends the controversial tax-exemption fea- 
ture. He also considers the possibility of in- 
tegrating producer co-ops, consumer co-ops, 
and credit unions, into one codperative sys- 
tem. Price $2.75, 265 pages. THE Coopera- 
TIvE CHALLENGE. By Bertram B. Fowler. 
Little, Brown & Co., New York. 
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The March of 
Events 


In General 


Administrator Recommends 
Construction 


HE Bonneville Power Administra- 

tion recently reémphasized the need 
for a continuing Federal dam, generation, 
and transmission line construction pro- 
gram in the Pacific Northwest, and rec- 
ommended that construction be under- 
taken during the next six years to provide 
4,000,000 kilowatts of additional govern- 
ment power-generating capacity by 1956, 
to meet the growing needs of the region 
for a larger energy base. 

The recommendations were contained 
in the sixth annual advance program re- 
port of the administration, covering the 
period 1948-1954 and projecting the re- 
gion’s requirements for power supply 
another year into the future based upon 
the experience of operations in the area 
during 1947. The study was made in 
compliance with an executive order re- 
quiring the administration to file 6-year 
advance programs annually with the Bu- 
reau of the Budget. 

In addition to the 4,000,000 kilowatts 
of Federal power recommended for in- 
stallation, the report said full and simul- 
taneous development of non-Federal 
power resources of the region would be 
required to assist the region in meeting 
power load requirements during the pe- 
riod. Even with this combined program 
it was estimated that the region would 
be short of power until at least 1954 when 
supply would just begin to catch up with 
demand. 

Administrator Raver, in submitting the 
report to Secretary of the Interior Krug, 
pointed out that recommendations made 
in previous advance program reports for 
construction of additional dams and 


transmission lines to meet anticipated 
regional power requirements had not 
been fully carried out because money had 
not been available in sufficient volume to 
maintain construction, and that as a re- 
sult “the Pacific Northwest today faces 
a serious power shortage.” 


Bill to Develop Tidelands 
Before Congress 


ONGRESS was recently reported to 

have under consideration the ad- 
ministration bill for development of the 
oil-rich tidelands off the coast of Cali- 
fornia, Drafted by the Interior, Justice, 
and Defense departments, the measure 
was sent to the House and Senate by Sec- 
retary of the Interior Krug. 

Delivery of the measure to Capitol 
Hill was held up temporarily on Febru- 
ary 6th when the Budget Bureau re- 
quested time to make several minor 
changes. The bureau deleted the require- 
ment that the President consult from time 
to time with the National Security Re- 
sources Board on conserving portions of 
the so-called tidelands. 

It was the view of the Budget Bureau 
that the President always has the right 
to confer with the Resources Board or 
any other agency, and that inclusion of 
this provision was superfluous. Other 
sections of the bill, entitled the Sub- 
merged Coastal Lands Act, call for con- 
servation measures adequate to meet na- 
tional defense needs and protect the 
public welfare. 

The bill would set up a Submerged 
Coastal Lands Commission to recom- 
mend issuance of exchange leases to ex- 
isting oil operators in the marginal sea 
areas, with the power to reject any ap- 
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plications. The permits would be issued 
by the Secretary of the Interior. The ex- 
tent to which operators already have 
profited on their investments would be 
taken into consideration, along with 
other factors, 

In addition, the measure provides for 
controlled exploration and exploitation 
of submerged lands now under produc- 
tion. 

Royalties from the gas and oil pro- 
duced would go to the Federal govern- 
ment, with 374 per cent of the money 
paid back to the state for public roads, 
parks, and schools, in accordance with 
present practice under the Federal Min- 
eral Leasing Act. An additional 523 per 
cent of the royalties would go into the 
Federal reclamation fund, to be spent in 


various states undertaking reclamation 
projects. 

Senator Pat McCarran of Nevada told 
the Colorado Mining Association meet- 
ing in Denver on February 7th he would 
fight Federal ownership and control of 
“tidewater” mineral deposits. The Demo- 
cratic Senator, terming state sovereignty 
a “vital and basic issue,” sharply criti- 
cized the 1947 Supreme Court decision 
which gave the Federal government title 
over California to underwater oil de- 
posits in the Pacific. 

The Senator predicted that the indi- 
rect results of the “abrupt ruling” may 
cause “incalculable confusion in land 
titles—especially titles to mineral lands 
—and inevitable and grievous waste of 
the nation’s natural wealth.” 


> 
Alabama 
Charges REA Faces New Attacks 


—— Lister Hill, in a statement 


prepared for the first issue of The 
Alabama Rural Electric News, monthly 
publication of the recently organized Ala- 
bama Rural Electric Association of Co- 
Operatives, declared Alabama rural elec- 
tric codperatives would need their joint 
strength to resist new attacks that the 
“power trust” is preparing to make on 
REA and on public power developments. 
He asserted: 

The power trust—and its appetite whetted 
by a Republican majority in Congress, by 
growth of monopoly during the war, and by 
record high profits in all industry—once 
more has sharpened its ax for an attack on 
REA and public power developments in this 
country. 

We have been drawn into this fight here 
in Alabama, where for three years you have 
been frustrated in your efforts to build a 
steam-generating plant at Gantt, Alabama, 
to supply sorely needed power to the farms, 
the factories, and the homes of southeast 
Alabama. 

I have reason to know the intense pres- 
sures which were generated here in Wash- 
ington—and even in Congress—against REA 
approval of the loan, Pressure was brought 
through newspapers in Alabama and finally 
the matter was taken into the courts. 


Senator Hill charged that the campaign 
FEB. 26, 1948 


against codperatives is not confined to 
electric codperatives, but aimed as well 
at “all types of farmer and consumer 
cooperatives.” 

He charged further that attack on pub- 
lic power and codperatives “is a frantic 
effort by the utilities to distract attention 
from their own failure” to provide suffi- 
cient electric power for the nation. 

“The nation,” Senator Hill said, “is 
gripped by a power shortage foreseen 
even during the years of tremendous 
wartime consumption. The private power 
industry has just now admitted the short- 
age. By the time new capacity is added, 
demand still will be way ahead of sup- 
ply.” 

He contrasted what he said was the 
utilities’ “failure to act” with the “mag- 
nificent achievements—in war and in 
peace—of the public power facilities in 
the Tennessee valley and the Pacific 
Northwest.” 

The Senator pointed out that he has 
a bill pending before Congress that would 
authorize REA to make long-term loans 
for construction and strengthening of 
rural telephone systems. He said farmers 
have a right to telephones in their homes. 
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THE MARCH OF EVENTS 


California 


Agreement Prevents Strike 


Fag pre negotiations with Fed- 
eral conciliators, conferring with 
company and union representatives, 
averted a threatened strike of 500 operat- 
ing employees of the California Electric 
Power Company, scheduled for Febru- 
ary 3rd. 

Adolph Hoch and John Pfau, Federal 
conciliators of Los Angeles, assisted in 
bringing about an agreement satisfactory 
to the company and the AFL Interna- 
tional Brotherhood of Electrical Workers 
Local 18. 


Three major differences, basis of the 
dispute, were settled. The wage increase 
for the period of December 1, 1947, to 
March 1, 1948, was set at 5 cents an hour 
and the company also granted an addi- 


tional $10.30 in pay from March 1, 1948, 


to December 1, 1949. The union had 
asked a 15 per cent increase, 

The company had stood upon the Taft- 
Hartley Act, which it said permits ex- 
clusion of foremen and supervisors from 
union membership. The union did not 
agree, and under the settlement such em- 
ployees will vote on the question of repre- 
sentation. 


Georgia 


Utility License Fee Hiked 


HE annual business license fee for 
firms selling power and light in 
Milledgeville was hiked from $500 to 
$4,300 a year early this month, 
The action was taken at a city council 


meeting which also saw other business 
licenses boosted upward. 

Georgia Power Company officials an- 
nounced they would oppose the new li- 
cense and ask that they be allowed to con- 
tinue to operate under the present fran- 
chise of a $500 annual license. 


Kentucky 


House Votes Co-op Bill 


EMOVAL of REA co6peratives in Ken- 
tucky from the jurisdiction of the 
state public service commission was 
voted recently. The bill was introduced in 
the house by Representatives Laban 
Jackson, Shelbyville Democrat, and Dur- 
ham Howard, Pikeville Republican. 

Independence is being sought for 
three principal reasons, it was explained 
by Curtis Brown, Brandenburg, chair- 
man of the REA legislative committee, 
and J. K, Smith, Louisville, manager of 
the statewide REA codperatives. These 
reasons were said to be: 

1. That Kentucky is one of only seven 
States in which REA is subject to control 
by the public utility authority. 

2. That cities are exempt from juris- 


diction of the commission on the legal 
theory that they control their own rates 
through local ordinances and franchises. 

3. That REA codperatives are con- 
trolled by member-consumers in the same 
sense that town dwellers control city rates 
through city laws, hence the codperatives 
are entitled to the same freedom from 
the commission, 


Tax Bill Introduced 


| mages Fred Beshear, Daw- 
son Springs Democrat, recently in- 
troduced a bill enabling the board of edu- 
cation in a school district containing a 
publicly owned gas or water plant to levy 
the school tax against the plants. 

The bill sets forth the formula to be 
used in determining the value of the prop- 
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erty to be taxed. Publicly owned elec- 
tric plants are now subject to the 
school tax. 

The bill does not require the board of 


education in such a district to apply the 
rate against public gas and water plants, 
It merely authorizes the board to do so 
if it wishes. 


Massachusetts 


Governor Seizes Utility 
OVERNOR Robert F. Bradford of 
Massachusetts declared a state of 
emergency recently and seized the Ev- 
erett plant of the Eastern Gas & Fuel 
Associates to prevent a strike that would 
have cut off service to nearly 1,500,000 
greater Boston residents. 

At the same time, Attorney General 
Clarence A. Barnes obtained a temporary 
injunction in superior court restraining 
employees from “engaging in or aiding 
or encouraging any concerted cessation 


of work,” or “interfering, or threatening 
to interfere, with the operation of any 
of the plants and facilities of the Eastern 
Gas & Fuel Associates.” 

Governor Bradford named Brigadier 
General Ralph G. Boyd of Newton to 
act as administrator of the plant as long 
as it remains under state control. 

The union.members had threatened to 
walk out over company refusal to grant 
a 15-cent hourly wage increase. The av- 
erage wage is $1.32 an hour, The com- 
pany offered a 13-cent increase, 


Mississipp1 


Electric Rates Reduced 


peat Power COMPANY an- 
nounced in Meridian recently that 
it was reducing its over-all rate schedule 
approximately 7 to 8 per cent in the 23 
Mississippi counties it serves. 

This will cover urban and rural resi- 
dential and commercial electric service 
and provides a saving to Meridian of 
about $50,000 per year. New schedule of 
rates becomes effective with the April, 
1948, billing. 


L. P. Sweatt, Gulfport, company presi- 
dent, said more complete information 
would be made public soon. The new 
schedules, he said, “will provide a gen- 
eral rate adjustment totaling approxi- 
mately $400,000 per year to more than 
65,000 customers and will be applicable 
throughout the entire area served by the 
company in 23 southeast Mississippi 
counties, The tremendous growth in 
business in southeast Mississippi has re- 
sulted in a corresponding increase in 
electric sales.” 


Missouri 


Original Cost Figure Fixed 


ae state public service commission 
on February 4th fixed the original 
cost of the property and utility plant of 
the Union Electric Company of Missouri, 
which serves St. Louis and vicinity, at 
$137,489,290 as of December 31, 1946. 

This figure represented a write-down 
of $10,309,835 from the company’s book- 
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recorded total of $147,799,126 for origi- 
nal cost of the property. 

The company has agreed to this write- 
down. of original cost of its plant, to con- 
form to findings by accountants of the 
commission and the Federal Power Com- 
mission, which joined in the investiga- 
tion, 

The commission, in initiating its in- 
quiry in July, 1945, directed its staff to 
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make an investigation that would enable 
the commission to determine the original 
cost of the property and the reasonable- 
ness of the company’s rates. 


Union Electric has made two rate re- 
ductions since the inquiry started, one 
in May, 1946, and the other last June, 
amounting to about $1,294,000 a year. 


e 
New Jersey 


Must Alter Gas Rate Plea 


T= state public utilities commission 
on February 7th directed the Eliza- 
beth Consolidated Gas Company to sub- 
mit by February 19th revised rate sched- 
ules that will produce utility operating 
income of not more than $687,840 a year. 

The company had sought increases that 
would have reduced the allowance of gas 
for the minimum charge of $1 from 400 
to 300 cubic feet and cause a general in- 
crease of 2.8 cents per hundred cubic feet 
on gas consumed in excess of the mini- 
mum, 

In addition, the company proposed the 


introduction of a fuel adjustment clause 
which would have the effect of increasing 
or decreasing the price of gas to reflect 
rises or declines in the cost of fuels used 
in its manufacture. 

The commission said in a decision, 
based on three hearings since last Novem- 
ber 25th, that the return during 1948 un- 
der the proposed rates would amount to 
$721,813. 

The board said the evidence did not 
support the need of a rate of return as 
high as 6.43 per cent, It rejected the 
company’s application and said that a rate 
of return of 6 per cent was adequate. 


New York 


Gas Diversion Bill Favored 


be. public service committees of the 
state legislature on February 3rd 
reported out favorably, legislation which 
would extend the power of the state pub- 
lic service commission to divert and con- 
trol the supply of gas in periods of emer- 
gency. 

Senator Floyd E. Anderson, Bing- 
hamton Republican, and Assemblyman 
Stanley C. Shaw, Tompkins Republican, 
chairmen of the committees, said the 
measure would be ready for a vote in 
both houses early in the month. 

The purpose is to strengthen the au- 
thority of the commission to deal with 
gas shortages such as occurred last win- 
ter in Rockland, Nassau, and Suffolk 
counties, and recently in Brooklyn, 

In the assembly the judiciary commit- 
tee, after a public hearing, killed the 
Austin Bill which would require the reg- 
istration with the secretary of state of 
propaganda organizations. The bill 
would have extended the Walker law, 
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limited to the registration of oath-bound 
organizations, to include every organiza- 
tion which has as its object the dissemi- 
nation of propaganda or the influencing 
of public opinion, 


Seek Gas Rate Rises 


HE Central Hudson Gas & Electric 

Corporation has asked permission 
of the state public service commission to 
increase gas rates by an additional $257,- 
000 a year, or 15 cents for each thousand 
cubic feet of gas, under the interim rate 
increase granted by the commission last 
November. 

At that time the commission ted an 
interim rate increase of $190, annu- 
ally. This went into effect on December 
3rd. The commission has not taken any 
action, however, on the company’s origi- 
nal petition of last May 12th, for a rate 
increase of $382,000 a year, because in- 
vestigation of the company’s books has 
not been completed. 

In support of its request for supple- 
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mental rate relief the company said that 
sharp increases, experienced in cost dur- 
ing recent months, have exceeded bene- 
fits of the interim rate rise already 
granted. 

The Westchester Lighting Company 
on February 2nd submitted to Public 
Service Commissioner George A, Ark- 
wright a proposal to increase the cost of 
cooking gas about 26 per cent, with a 
further jump of nearly 23 per cent for 
commercial users of gas. 

Colley E, Williams, the utility com- 


pany counsel, told Commissioner Ark. 
wright that under the existing rates the 
estimated deficit would be $1,800,000 un- 
less some relief were forthcoming. The 
state commission has been looking into 
the rates and revenues of the Westches- 
ter Lighting Company at a series of 
hearings. 

Mr. Williams said the company needed 
a larger increase than that requested last 
June, which was predicated on an esti- 
mated operating deficit for 1947 of 
$881,000. 


Pennsylvania 


Handles Record Complaints 


ome egg irate public set a new 
record last year for complaints 
against public utilities. The state public 
utility commission received 2,169 “in- 
formal complaints” in 1947—a thumping 
rise of 29 per cent over the previous year. 

But as a sign of the times, only a hand- 
ful were objecting to high costs. The 
great majority wanted extension of their 
gas, electric, water, telephone, or other 
service. 

The most popular field for the letter 
writers was electricity. A total of 718 
persons wanted extension of service ; 105 
did not like their service; and 84 com- 
plained about the billing or cost. There 
were 32 other miscellaneous complaints. 


In the telephone field, only 20 persons 
wrote in to complain about the cost of 
service. But 421 wanted more phones and 
156 asked for better service. 

In the natural gas field: 123 asked ex- 
tension of service; 23 against character 
of service; 12 against billing or charge 
of service; 8 miscellaneous. Manufac- 
tured gas: 15 asking extension of serv- 
ice; 38 against character of service; 6 
against billing or charge ; 1 miscellaneous. 

Water: 244 asking extension of serv- 
ice; 86 against character of service; 35 
against billing or charge; 11 miscellan- 
eous. 

The balance was made up of random 
complaints against sewage, steam heat, 
and transportation, At the close of the 
year it still had a backlog of 156 cases. 


South Carolina 


Amendments Adopted 


N amendment to Governor J. Strom 
Thurmond’s reorganization bill, ex- 
empting Santee-Cooper Authority and 
other similar state agencies from the re- 
organization program, was adopted by 
the state senate on February 3rd after 
bitter opposition as the upper house be- 
gan consideration of the measure. 
After pushing through the adoption of 
several amendments, including those rec- 
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ommended by the senate judiciary con- 
mittee, Senator Yancey A. McLeod of- 
fered an amendment that would add “any 
authority having outstanding bonds” to 
those agencies listed as being outside the 
jurisdiction of the proposed act. 

Senator R. M. Kennedy, declaring he 
had “religion in Santee-Cooper” and 
thought the authority would be a great 
service to the state if it were under 
“proper management,” strenuously op 
posed the amendment. 
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Court Asked to Rule on 
Power. Deal 


£ > Richland County Court of Com- 
mon Pleas on February 5th was 
asked to rule on the legality of the state 
public service commission’s approval of 
the proposed sale of South Carolina 
Power Company of Charleston to South 
Carolina Electric & Gas Company of 
Columbia, 

The city of Charleston, the Charleston 
county board of commissioners, Mayor 
William McG. Morrison, and state Sen- 
ator O. T. Wallace of Charleston filed 


suit asking the court to set aside the com- 
mission’s November 6, 1947, order abro- 
gating the sale. 

The suit named the commission and 
South Carolina Electric & Gas co- 
defendants. 

The commission order approved a 
South Carolina Electric & Gas proposal 
to finance the $10,200,000 sale by a $12,- 
200,000 bank loan and stock issue. 

The suit charged that the commission 
order was illegal because, it declared, the 
commission gave no public notice of its 
hearing on the South Carolina Electric 
& Gas purchase application. 


Virginia 


Governor Holds Act Not 
Applicable 


REMEN employed by the Virginia 

Electric & Power Company are not 
subject to the terms of the Virginia Pub- 
lic Utility Labor Relations Act, in his 
opinion, Governor Tuck said recently, in 
effect, but he sharply called to the fore- 
men’s attention that he did not mean he 
would not intervene in case the foremen 
strike, 

The governor’s opinion on the status 
of the foremen was contained in a letter 
which he sent to J. C. McIntosh, inter- 
national representative of the Interna- 


tional Brotherhood of Electrical Work- 
ers, AFL, of which the foremen are 
members. Mr. McIntosh had written a 
letter to the governor asking him whether 
or not the foremen were exempt from the 
labor law in question, which was passed 
at a special session of the state general 
assembly last year. 

Negotiations for a new working con- 
tract for the foremen with Vepco broke: 
down early this month when the company 
stood firmly on its earlier contention that 
the Taft-Hartley Act, passed since the 
present contract between the company 
and the foremen was signed, outlaws la- 
bor contracts with foremen. 


Wisconsin 


Municipal Utility Books to 
Be “Probed”’ 


pee George A. Bankert said re- 
cently the state public service com- 
mission would be asked to recommend 
financial experts to examine the books 
of Wisconsin Rapids’ water and electric 
utility. 

Bankert is chairman of a special city 
council committee appointed to conduct 
the examination. A certified public ac- 
countant and a cost accountant will be 
named to go over the books after the 
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recommendations from the commission 
are obtained. 

Alderman C. C. Knudsen asked for 
the probe of the municipally owned wa- 
terworks and lighting commission. He 
told the council he felt the utility should 
be making more money. 

A commitee was named to consider the 
request and recommended that legal 
counsel and engineers be called to carry 
on a full-scale probe. The council early 
this month refused to authorize any ac- 
tion except scrutiny of the books by fi- 
nancial experts. 
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Return Allowance of Company under Control 
Of Parent Organization 


HE Northwestern Bell Telephone 

Company was authorized by the 
Minnesota commission to increase ex- 
change rates upon a showing that ex- 
penses had increased substantially. The 
rates were calculated to produce a return 
of 5.18 per cent upon book value de- 
preciated. 

The fact that American Telephone and 
Telegraph Company is the sole owner of 
all the capital stock of the operating com- 
pany and that it finances operations of 
the subsidiary, said the commission, is a 
factor which should be given considera- 
tion. The parent company, it was pointed 
out, could have carried much of the in- 
vestment in the subsidiary in loans in- 
stead of converting loans it had made 
into capital stock securities. The commis- 
sion said: 


The result of this policy by the American 
Telephone and Telegraph Company has been 
that all earnings of the company are subject 
to-heavy income taxes, while if a part of this 
investment was interest-bearing securities 
they would greatly reduce the taxes and ma- 
terially reduce the requirements of the com- 
pany in the amount necessary to pay divi- 
dends upon the capital stock. It also results 
that where dividends are paid upon the capi- 
tal stock of Northwestern Bell Telephone 
Company and they come into the treasury of 
the American Telephone and Telegraph 
Company, these receipts by the American 
Telephone and Telegraph Company have a 
very large exemption for tax purposes, being 
dividends on corporate stock. In other words, 
the taxes are paid by the telephone users of 
the state of Minnesota that otherwise would 
be - by the stockholders of the American 
Telephone and Telegraph Company. This 


FEB. 26, 1948 


gives to the American Telephone and Tele- 
graph Company a security in its investment 
in Northwestern Bell Telephone Company 
that is analogous to tax-exempt securities 
and justifies the commission in finding a 
lower rate of return than would otherwise 
be considered reasonable. 


The commission, in further consider- 
ing the return question, however, said 
that it is not authorized to consider the 
financial strength of the owners of the 
stock of the operating company. The 
fact that all of the stock is owned by the 
American Telephone and Telegraph 
Company, a very strong financial organi- 
zation, is undoubtedly to the advantage of 
Northwestern, but even though all of the 
property under consideration were direct- 
ly owned by the parent company, that 
company would be entitled to earn a fair 
return upon its investment. 

The commission did not feel justified 
in allowing the company’s total appro- 
priation to pension fund, but allowed 
actual pensions paid out of the funds of 
a pension trust. In the early stages the 
fund was not on a definite actuary basis. 
In 1927 the pension system was amended 
to put current employees on an actuary 
basis, but the amount necessary to take 
care of old employees was to be made up 
in the future. During the past eight years 
appropriations to the fund have more 
than doubled. 

In reply to a request that the commis- 
sion adopt the policy of making rates 
based upon statewide operation, with 
little or no regard as to whether indi- 
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vidual units or exchanges are producing 
adequate revenue to carry the cost of this 
operation, the commission pointed to a 
legislative provision that “the require- 
ment as to reasonableness of rates shall 
apply to each exchange unit as well as to 
telephone plants as a whole.” 

The commission said that it must ascer- 
tain whether or not various exchange 
units are carrying their reasonable pro- 
portion of costs. Still, the commission 
approved a proposed division of the 
company’s 146 exchanges into eight ex- 
change groups, in each of which the 
rental rates for a given group or sub- 


scriber service would be the same, with 
minor exceptions. 

Commissioner Chase, in a dissenting 
opinion, expressed strong disapproval of 
the majority conclusions. He said that 
the commission order unnecessarily and 
illegally increases the cost of business or 
residence telephones, or both, in every 
city and village in the state in which the 
Northwestern Bell Telephone Company 
operates. 

Commissioner Chase attacked the opin- 
ion as furthering the plans of “the corpo- 
rate telephone monopoly.” Re North- 
western Bell Teleph. Co, (M-2828). 


Higher Rate for Hand-set Telephones Eliminated 


TS Wisconsin commission granted 
a rate increase to a telephone cor- 
poration but eliminated a differential for 
hand-set instruments. An extra charge 
had been authorized at a time when the 
handset was considered a nonstandard 
instrument. In recent years the handset 
has been uniformly recognized as stand- 
ard, while the desk set is considered as 
approaching obsolescence. 

The commission realistically con- 
sidered the danger of the company’s 
being deluged with requests for the more 


practical handset when its subscribers 
realize that the rate is no longer higher 
for this instrument. It authorized a 
“change in type-of-instrument” charge as 
a deterrent and noted that the effective- 
ness of such a charge had been proved by 
experience. 

The commission rejected a company 
plan to render service on an annual con- 
tract basis and provided that all service 
with the exception of seasonal service 
should be on a monthly basis. Re Badger 
State Teleph. & Teleg. Co. (2-U-2481). 


e 


Accounting Condition Improperly Attached 
To Order Approving Security Issue 


TS appellate division of the New 
York Supreme Court, by a 3-to- 
2 decision, set aside a determination 
of the commission that the Rochester Gas 
& Electric Corporation should be per- 
mitted to issue new securities only on con- 
dition that it consent to change its books 
of account to show a deficit rather than a 
surplus. Such a requirement, said the 
court, “seems of doubtful legality.” 

There was no dispute as to the need 
of additional funds for construction and 
improvement of plant and distribution 
system and for maintenance of service 
and, in part, for the discharge of out- 
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standing obligations. The commission 
had determined that the new securities 
would not be unfair or inequitable to 
present security holders. 

The commission refused to endorse 
the papers required for issuance of new 
securities, however, unless and until the 
company would consent to change, 
modify, and charge off entries in its 
books of account to reflect a claimed de- 
ficiency of $10,700,000 in depreciation 
and so-called “impairments” in plant util- 
ity accounts amounting to $6,658,171. 

Against such diminution of assets, the 
company was required to set aside $75,- 
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000 a month from earnings until the ag- 
gregate would amount substantially to 
$7,750,000 and, further, to pay into the 
depreciation reserve $2,100,000 a year 
from earnings. 

The commission, according to the 
court, had determined “at least two un- 
related matters.” It had prescribed these 
accounting requirements and further re- 
quired that straight-line instead of pres- 
ent observed depreciation be adopted. 

The court noted that the section of the 
law relating to approval of securities con- 
tains no reference to the keeping of ac- 
counts. Another section of the law gives 
the commission power to prescribe ac- 
counting methods. The commission has 
various powers in connection with gas 
and electric business and may enforce its 
requirements by orders. Violation of any 


supervisory order incurs a heavy penalty. 
The court said: 


A reasonable exercise of the powers of the 
commission would seem to require it to pass 
upon this wide variety of subjects separately 
rather than to grant a proper request of a 
utility company only upon its consent to ob- 
serve the commission’s order concerning an 
extraneous matter. The penalty in the statute 
seems adequate to enforce performance by 
the utility of proper orders without recourse 
to coercive or punitive conditions attached to 
the granting of reasonable requests. 


The court also questioned the power of 
the commission to require a company to 
follow straight-line depreciation methods 
requiring “a conjecture based upon the 
supposed life of the plant.” Rochester 
Gas & Electric Corp. et al. v. Maltbie et 
al. See decision by commission in 
(1947) 68 PUR NS 406, 


e 


Partial Recovery of Investigation Expenses 
Allowed Commission 


mE New York commission was al- 

lowed to recover part of the ex- 
penses of investigating bus company rec- 
ords and accounts. The New York Su- 
preme Court upheld the constitutionality 
of the statute requiring a utility to pay 
such portion of commission expenses as 
is reasonably attributable to an investi- 
gation of its accounts. 

A special circumstance, however, lim- 
ited the liability of the utility. The com- 
pany had operated for many years exclu- 
sively within New York city under the 
jurisdiction of the city transit commis- 
sion, 


The authority of the city commis- 
sion was transferred to the public service 
commission with the provision that the 
municipality would be responsible for all 
commission expenses incurred prior to 
July 1, 1945. Since the investigation oc- 
curred between February 1 and August 
31, 1945, the court ruled that the commis- 
sion could recover from the utility only 
those expenses incurred between July 
lst and August 31st. The city of New 
York was responsible for expenses in- 
curred before July Ist. Maltbie v. Com- 
prehensive Omnibus Corp. 75 NY Supp 
Ct 2d 260. 


e 


Public May Lose Millions of Dollars if Fair 
Profit Is Denied Telephone Company 


N increase in rates of the Southern 
Bell Telephone & Telegraph Com- 

pany was authorized by the North 
Carolina commission to meet sharp in- 
creases in wages and equipment costs. 
The company operates in nine states, Offi- 
cial data available showed that it was 


FEB. 26, 1948 


operating in the red in three of these 
states and in some other states was on 
the border line. 

The commission said it was obvious 
that a company in this plight is not in a 
position to get new money, needed for its 
unprecedented expansion program, by 
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the sale of stock or bond issues. Unless 
the several regulatory bodies, the com- 
mission added, provide rates which will 
provide a fair profit to the company the 
expansion program needed will be crip- 
pled or negated. It said further : 


While this commission will provide rates 
which it deems adequate in this case, it wants 
it emphatically understood that it is un- 
alterably opposed to granting the company 
any increase in revenue for the purpose of 
subsidizing any losses which are sustained or 
may be sustained in any other state or states 
in which the company operates. 


The people of North Carolina, the com- 
mission continued, are clamoring for this 
needed expansion, and the commission is 


and other interests of North Carolina, 
while the crippling of the proposed ex- 


pansion program would “no doubt mean 


the loss of millions of dollars to the 
people of the state.” The commission 


added: 


In view of the water-logged situation pre- 
sented above, this commission is anxiously 
willing to codperate with every state involved 
in any effort to provide rates which will as- 
sure the company a fair profit. A contrary 
course, in the opinion of the commission, 
would be like killing the goose that lays the 
golden egg for it is obvious to even the novice 
that unless the company is put in a position 
to give good service and provide the neces- 
sary expansion the result would be disastrous 
not only to the company but to the public as 
well. 


anxious to see it carried out, as it believes 
that increased facilities would add mil- Re Southern Bell Teleph. & Teleg. Co. 
lions of dollars of profit to the business (Docket No. 3763). 


e 


Split Pass Rejected in Adjustment of Local 
Transit Fares 


The company had included as part of 
its rate base an item for organization ex- 
pense of its predecessor, New York 
State Railways, in lieu of organization 
expenses of Rochester Transit Corpora- 
tion. It also included an item for the cost 
of merger of Rochester Railway Co-ord. 
Bus Lines, Inc. The commission, exclud- 
ing these items, said that it is the com- 
mission’s practice to allow the actual cost 
of organizing an existing company and 
not the similar costs of predecessor com- 
panies, 

The company has been operating under 
a service-at-cost contract with the city of 
Rochester, but recently the courts have 
decided that local service and rates are 
under commission jurisdiction. The city 
is not barred from imposing franchise 
conditions, but the commission decided 
that expenses incurred under the service- 
at-cost contract should not be allowed 
when there was no evidence that the 
parties contemplated entering into a new 
contract. 

No allowance was made for working 
capital, as it appeared that funds ad- 
vanced by customers and credit extended 
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a the unlimited character of 


weekly passes has resulted in 
abuses which might be reduced by plac- 
ing some limitation on their use, the New 
York commission declined tO approve a 
“split pass” as requested by the Roches- 
ter Transit Corporation. 

The company had proposed breaking 
the pass into two parts, one usable only 
by males, and the other usable only by 
females. The commission concluded that 
this proposal was not sufficiently promis- 
ing to warrant trial at this time. 

The need for more revenues because 
of higher costs did, however, induce the 
commission to permit (1) raising the 
price of a pass for use within city limits 
from $1 to $1.20, (2) raising the price 
of a pass for suburban service from $1.25 
to $1.60, and (3) raising the price of 
tokens from the rate of 13 for $1 to 6 
for 50 cents. 

The commission also permitted the 
climination of a shoppers’ pass and 
authorized the company to discontinue 
the practice of allowing the holder of a 
weekly pass to be accompanied by two 
children on Sunday without extra charge. 
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by creditors before service is rendered 
exceed the funds advanced by the cor- 
poration before service is rendered. 
Riders pay fares either at the time of re- 


2 


ceiving service or, in the case of passes 
and tokens, in advance of service ren- 
dered. Re Rochester Transit Corp. (Case 
13280). 


Denial of Gas to New Space-heating 
Customers Upheld 


EARLY a year ago the Missouri com- 

mission approved rules and regu- 
lations giving the Laclede Gas Light 
Company the right to refuse service to 
new customers and to curtail deliveries 
to industrial customers. It has now dis- 
missed a complaint based on the conten- 
tion that this is unlawfully discrimina- 
tory. 

It was conceded by the commission 
that in several cases, upon varying facts 
and character of the action, unlawful dis- 
crimination had been found when one 
of a class of customers was allowed gas 
service while others of the same class and 
in the same area were denied such service. 
A gas utility, it had been ruled, should 
not be allowed to pick and choose its cus- 
tomers. In those cases, where gas short- 
ages existed, the commission continued, 
the shortages were not shown to have 
been irremediable, which was the condi- 
tion here existing. 

The commission cited recent cases 
holding that reasonable discriminations 
are permissible and that antidiscrimina- 
tion statutes were leveled against unrea- 


e 


sonable preferences only, rather than uni- 
versally and against all preferences irre- 
spective of existing conditions. The 
commission, in stating that curtailment 
orders which it and the Federal Power 
Commission have approved are reason- 
able, said: 


If such restrictions respecting the use of 
gas for space heating are not established and 
enforced, and if new customers for gas for 
space heating should be added in substantial 
numbers, the pressure of the supply of gas in 
the gas lines, on zero or colder days, would be 
so lessened and reduced as to im air, if not 
utterly destroy, the use of gas by the old 
and the new customers alike. This would be 
detrimental to the existing customers and it 
would be of no practical benefit to the new 
ones. The new ones do not now have this 
service and the result of an annulment of 
our orders, as sought herein, would be to de- 
prive the existing customers of their service 
and would confer a right of doubtful, or no, 
value to the new customers. From a ‘practi- 
cal standpoint, the new customer, after such 
an annulment and the influx of new custom- 
ers, would still be without this service just 
as he is now. 


Automatic Firing Corp. v. Laclede Gas 
Light Co. (Case No. 11,155). 


Dividend Guaranty Terminated under Holding 
Company Simplification Plan 


HE Securities and Exchange Com- 
mission held that a plan filed by the 
United Gas Improvement Company and 
its subsidiary holding company, the 
Connecticut Gas & Coke Securities Com- 
pany, providing for dissolution and 
liquidation of the subsidiary, was neces- 
sary to effect the provisions of § 11(b) of 
the Holding Company Act. The plan was 
also held to be fair and equitable. 
This plan provided in part for the 
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termination of a dividend guaranty on 
preferred stock of the subsidiary by dis- 
tribution of securities to preferred stock- 
holders in settlement. The commission 
held that preferred stockholders were re- 
ceiving adequate compensation for termi- 
nation of the dividend guaranty. 

UGI had acquired Securities Company 
common stock from Koppers Company, 
Inc., in 1927, Koppers had previously 
agreed to guarantee the payment of divi- 
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dends until October 1, 1951. UGI and 
Koppers then agreed that the Connecti- 
cut Light & Power Company, a former 
subsidiary of UGI, should indemnify and 
save Koppers harmless on account of 
such guaranty. By a later agreement 
UGI was substituted for the Connecticut 
Light & Power Company as indemni- 
fier. The commission said : 


In this connection, we are aware that Kop- 
pers is not a part of the holding company 
system with which we are here concerned, 
and is not a party to these proceedings. How- 
ever, its rights under its indemnity agreement 
with UGI render it a person affected by 
the plan, within the meaning of § 11(e), 
whose rights and obligations, like those of 
security holders, must be considered by us 
in determining whether the plan meets the 
statutory tests of § 11(e). 

Of course, it cannot be validly urged that 


the existence of the guaranty arrangement 
precludes or forestalls compliance with the 
mandates of the act. On the other hand, it 
would be wholly inappropriate to permit the 
guaranty arrangement to survive the retire- 
ment of the preferred stock and the dissolu- 
tion of Securities Company, which, as we 
have found above, are necessary steps to 
effectuate the provisions of § 11(b). Further, 
it would be inappropriate, as well as unfair 
and inequitable to Koppers, to permit its 
primary liability to survive the termination 
of UGI’s secondary liability under its in- 
demnity agreement. In the latter connection, 
we further note that UGI’s contingent 
liability under its indemnity agreement adds 
to the difficulties confronting UGI investors 
in appraising their investment position, a 
situation which in itself constitutes an undue 
complexity violative of § 11(b)(2) of the 
act. 


Re United Gas Improvement Co. et al. 
(File No. 54-157, Release No. 7913). 


e 


Sale of Unsubscribed Preferred Stock Exempted 
From Competitive Bidding 


HE Securities and Exchange Com- 

mission approved proposals of the 
Appalachian Electric Power Company 
to issue securities pursuant to § 7 of the 
Holding Company Act. The company 
plans to issue and sell, at competitive bid- 
ding, first mortgage bonds due 1977. 

Also, new preferred stock is to be first 
offered to holders of outstanding pre- 
ferred, during an 11-day period, on the 
basis of one new share for each four 
shares of the old stock. The unsubscribed 
shares are to be sold to underwriters on 
a negotiated basis. 

Under the plan, the company will sell 
to American Gas & Electric Company, 
its parent company, for a cash considera- 
tion, common stock representing the bal- 
ance of the authorized and unissued 
shares of common stock. 

Sale of unsubscribed shares of new 
preferred stock was exempted from com- 
petitive bidding. Since the offering to 
preferred stockholders must be on terms 
no less favorable than the offering to the 
public, it would first be necessary to es- 
tablish a public offering price, with a 
resultant stand-by period of eleven days. 
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During this period the underwriters 
would be permitted to purchase unsub- 
scribed shares at a stated price and divi- 
dend rate. 

The commission observed that there 
are numerous instances of successful 
competitive bidding in cases involving 
stand-by periods occasioned by exchange 
offers on preferred stock. This, however, 
is the first case of a stand-by occasioned 
by preémptive rights on the preferred 
stock. The commission stated that, in 
stand-by periods occasioned by exchange 
offers, holders of the old securities con- 
stitute a potential market for the new 
securities. In the present case, however, 
holders of existing preferred stock are 
called upon to invest additional capital. 
The commission granted the exemption 
in view of difficulties encountered in re- 
cent preferred stock financing and the 
possible effect of the stand-by period oc- 
casioned by these preémptive rights. 

Authority to issue the common stock 
contained a condition restricting the pay- 
ment of cash dividends on that stock. 
The company’s articles of association 
lack certain protective provisions for pre- 
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ferred stockholders which the commis- 
sion has previously required. The com- 
pany recognized the desirability of giving 
preferred stockholders the protection 
afforded by these provisions. Because of 
the difficulty of obtaining the two-thirds 
vote of preferred stock necessary to 
amend its charter, the company consented 
to the incorporation of these restrictions 
in the order. 

The new preferred stock is to be issued 
with a provision for a 2 per cent annual 
sinking fund, Concerning this the com- 
mission said: 


Preferred stock issues in the nonutility 
field have frequently contained sinking 
funds, but electric utility preferred stock is- 
sues have rarely, if at all, contained such a 
provision. The record indicates that the pro- 
vision for a sinking fund was inserted by 
the company because of its belief that such a 
provision would result in a lower dividend 
rate on the new preferred. Because of the 


7 


novelty of this feature in the utility field, we 
shall study with interest the operation and 
effect of this provision. 


Issuance of the securities had been 
authorized by the state commission of 
the state in which the company is organ- 
ized and operating. The commission 
noted, however, that the company did a 
majority of its business in another state 
which has no regulatory body having 
jurisdiction to pass upon the issuance 
and sale of the securities. Under these 
circumstances, the commission was 
doubtful that the requirements for ex- 
emption under § 6(b) of the Holding 
Company Act were satisfied. However, it 
concluded that it was not necessary to 
pass upon this question, since the appli- 
cation could be considered a declaration 
under § 7 of the act. Re Appalachian 
Electric Power Co. et al. (File No. 
70-1662, Release No. 7853). 


Grandfather Rights Not Acquired by Illegal Operations 


gor supreme court of Utah affirmed 
a commission order denying a certif- 
icate to a contract carrier. The application 
was based on the “grandfather” clause 
of a Utah carrier statute which directed 
the commission to grant a certificate to 
motor carriers operating on January 1, 
1940. 

The court construed this statute as 
meaning carriers legally operating on the 
critical date and based its decision on this 
construction, The principal contention of 
the carrier was that the language of the 
statute did not restrict its application to 


carriers operating with commission ap- 
proval. The court disposed of this con- 
tention with this statement : 


To interpret this act as contended for by 
applicant would not only disregard sound 
public policy; it would further disregard the 
ordinary concept of not permitting rights to 
be acquired by committing criminal acts 
against the state, and in the final analysis, it 
would result in the unique doctrine of the 
more flagrant the violation the greater the 
rights acquired. 


Rowley v, Public Service Commission et 
al. 185 P2d 514. 


7 


Commission Ends Surcharge Added during 
Water Power Shortage 


ast October, Maine Public Service 

Company found itself in difficulty 

due to drought conditions. A drastic cur- 

tailment in the use of electricity was re- 

quired. To meet this emergency, two 

United States Navy ships were tied up 
at South Portland to generate power. 


No expense was spared in trying to 
eliminate the difficulty, and the commis- 
sion authorized a temporary surcharge of 
one cent per kilowatt hour, Protests were 
made, and the commission has now dis- 
continued the surcharge. 

The company had the burden to show 
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that the extra charge was necessary, said 
the commission, and it failed to present 
sufficiently definite evidence of estimated 
expenses. It had, without explanation, al- 
located the entire expense of certain ex- 


pansion facilities to 1948 and none to 
1947, in which year much of the expense 
had been incurred. Re Emergency Rate 
Increase for Electric Service in Aroos- 
took County (General Order 1-U). 


7 


Completion of Gas Sale Contract Ordered 


HE West Virginia Supreme Court of 
Appeals granted a gas utility’s ap- 
plication for “specific performance” 
against a lessee of land from whom it had 
contracted to purchase natural gas, The 
lessee had refused to complete the con- 
tract. 
Objection was made that this type of 
equitable relief was not available since an 
adequate legal remedy, that is money 


a circuit court judgment affirming a 
commission order requiring a railroad 
to furnish additional ‘rear-end flagman 
protection on passenger trains, 

The commission order provided that 
on all passenger trains of five cars or 
more an additional flagman should be 
available to provide rear-end protection 
when a train stops under circumstances 
in which it may be overtaken by another 
train. The supreme court first pointed out 
the unreasonableness of the order, since 
a train of less than five cars would re- 
quire equal flag protection with a train of 
five cars or more, 

The court based its decision principal- 


damages, could be obtained. The court 
conceded that a judgment for money 
damages would afford relief but pointed 
out that since it would be a less efficient 
remedy than an order requiring the lessee 
to perform his part of the contract, its 
mere availability would not absolutely re- 
quire that the “specific performance” de- 
cree be withheld. Consumers Gas Utility 
Co. v. Wright et al. 44 SE2d 584. 


e 


Additional Flagmen for Passenger Trains Unnecessary 
Bhp Illinois Supreme Court reversed 


ly on the fact that the findings in support 
of the order were inadequate. The court 
pointed out that no consideration had 
been given by the commission to undis- 
puted facts that the rules and practices of 
the railroad and its employees already af- 
forded the measure of safety which its 
order attempted to secure. 

A commission conclusion as to the dan- 
ger of a collision when a train is over- 
taken was found inconsistent with undis- 
puted evidence that the safety devices and 
rules of the railroad have prevented such 
an accident for over thirty-five years. 
Chicago Great Western R. Co. v. Com- 
merce Commission ex rel. Brotherhood 
of Railroad Trainmen, 75 NE2d 318. 


7 


Order Must Have Support in Evidence 


A appeal from a circuit court deci- 
sion setting aside a commission 
order requiring other protective devices 
at grade crossings was dismissed by the 
Illinois Supreme Court. The court ruled 
that the commission order was void for 
lack of sufficient findings of fact. 
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The court conceded that the commis- 
sion, in the exercise of its power over 
grade crossings, might determine what 
the public interests require and also what 
measures are necessary for the protec- 
tion and promotion of those interests. 
The court pointed out, however, that 
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commission orders must be based upon 
findings which, in turn, must be sup- 
ported by substantial evidence 

In declaring the order void the court 
ruled that it was not obliged to examine 


the evidence to ascertain whether it dis- 
closed facts which would have sustained 
its decision. Illinois Commerce Commis- 
sion et al. v. New York Central R. Co. 
et al. 75 NE 2d 411i. 


e 


Other Important Rulings 


HE Federal Power Commission de- 

nied an application by Greenwood 
county, South Carolina, for exemption 
from payment of annual charges pursu- 
ant to the provisions of § 10(e) of the 
Federal Power Act, on the ground that 
the county, as a licensee for a power proj- 
ect, had not shown that any of the elec- 
tricity produced during the year 1946 
was sold to the public without profit or 
was used for state or municipal purposes. 
Re Greenwood County (Project No. 
1267). 


The California commission will au- 
thorize existing carriers to substitute one 


form of transportation for another, in- 
cluding the substitution of trucks for ves- 
sel operation, upon a showing that serv- 
ice can be improved and conducted more 
efficiently. Re Bay Cities Transp. Co. 
(Decision No. 40481, Application No. 
27646). 


The fact that the California commis- 
sion has once granted an operative right 
to serve in a given territory does not pre- 
clude it from granting another when the 
public interest so requires, according to 
a recent ruling of that commission. Re 
Gibson Lines (Decision No. 40469, Ap- 
plication Nos, 28389, 28415, 28416). 
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RE LINCOLN TELEPHONE & TELEGRAPH CO. 


NEBRASKA STATE RAILWAY COMMISSION 


Re Lincoln Telephone & Telegraph 
Company 


Application No. A-16831, Supplement No. 1 
November 18, 1947 


PPLICATION of telephone company for authority to adjust 
A service, rates, and charges; granted as modified by 
Commission. 


Valuation, § 107 — Deduction of depreciation reserve — Adjustment for surplus 
transferred. 

1. If depreciation reserve is to be deducted from cost of plant and equip- 

ment to determine net investment for the purpose of fixing a rate base, there 

should first be deducted the net amount of surplus which has been trans- 

ferred to the reserve for depreciation directly from surplus account, p. 137. 


Discrimination, § 165 — Telephone rates — Free or flat rate interexchange service. 
2. Discrimination results from the practice of a telephone company provid- 
ing varying types and degrees of free service, or flat rate unlimited service, 
beyond exchange limits in some exchanges, while requiring the payment of 
a toll charge for interexchange service at other exchanges, p. 141. 


Rates, § 49 — Jurisdiction of Commission — Effect of contract — Telephone inter- 
exchange service. 
3. An agreement by a telephone company, acquiring another company, to 
continue prior county-wide free service would not deprive the Commission 
of jurisdiction to prescribe charges for interexchange calls, p. 142. 


Rates, § 573 — Telephone — Free interexchange service. 
4. The added costs of providing so-called free service to subscribers not 
attached to an exchange should not be borne by all the subscribers on the 
exchange, where only a relatively small percentage of the subscribers use 
such extended service, p. 143. 


Discrimination, § 18 — Removal — Long continuance in past. 
5. The fact that telephone subscribers have enjoyed an advantage over 
other subscribers in the same system in the past does not justify a continua- 
tion of a discriminatory practice, p. 143. 


Valuation, § 45 — Value for rate making — Assessed value. 


6. Evidence of the assessed value of property, although considered, is not 
of substantial weight for rate-making purposes, p. 145. 


Return, § 111 — Telephone company. 
7. Rates of a telephone company were established on a scale calculated to 
produce rates of return ranging from 3.15 per cent on reproduction cost less 
depreciation to 6.49 per cent on cost less depreciation, with intermediate 
percentage figures on other bases considered, p. 146. 
[9] 129 71 PUR NS 
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Rates, § 538 — Telephone — Exchange grouping. 
8. Classification of telephone exchanges into groups according to the num- 
ber of telephone stations connected with each exchange and the establish- 
ment of group rates, found to be fair and reasonable and in proper balance, 
should be approved, p. 146. 


Valuation, § 36 — Rate base determination — Net investment as measure. 
Statement by the Nebraska Commission in telephone rate proceeding that in 
the past it had refused to apply the formula of net investment (cost of plant 
and equipment less reserve for depreciation) in fixing a rate base, for the 
reason that such a formula would not necessarily enable the Commission 
to arrive at the fair value of the property used and useful in rendering 
service, p. 138. 


Return, § 9 — Fair value basis. 
Discussion, by Nebraska Commission, of decisions on the question of ap- 
proving return upon fair value of property, p. 144. 


Valuation, § 17 — Rate base determination. 
Discussion, by Nebraska Commission, of evidence of fair value for rate 
making and rulings of the United States Supreme Court on the freedom of 
regulatory bodies, so far as the Federal Constitution is involved, to fix a 
rate base without being bound to formula, p. 145. 


¥ 


APPEARANCES: William I. Aitken, 
Attorney, Lincoln, and Richard W. 
Smith, Attorney, Lincoln, for the ap- 
plicant; George I. Craven, Attorney, 
Lincoln, appearing for certain sub- 
scribers of the applicant in Johnson 
county at Cook, Tecumseh, Talmage, 
Elk Creek, Sterling, and Crab Or- 
chard, and on behalf of the Friend 
Chamber of Commerce at Friend, and 
certain subscribers of the applicant at 
Friend; S. W. Moger, Attorney, Clay 
Center, appearing for the county 
board of supervisors of Clay county, 
and the city of Harvard in Clay coun- 
ty, and August C. Krebs, Attorney, 
Clay Center, appearing for the city of 
Clay Center, for the protestants. 


By the Commission: This is a 
proceeding instituted by The Lincoln 
Telephone and Telegraph Company, a 
corporation, applicant herein, for au- 
thority to adjust its service, exchange 
71 PURNS 


and toll rates and charges in the state 
of Nebraska. 

The applicant filed its original ap- 
plication for an increase in rates and 
charges for exchange service on Feb- 
ruary 21, 1947, which was docketed 
as Application No. 16831. The gen- 
eral effect of the proposal was an in- 
crease of all rates for exchange service 
and substantially all charges for mis- 
cellaneous services. 

On March 12, 1947, notice of public 
hearing on the application was mailed 
postpaid by the secretary of the Com- 
mission to the clerks of all cities, 
towns and villages in the twenty-two 
counties served by the applicant and 
also to all the newspapers published in 
these counties giving notice that a 
public hearing would be held on the 
application at 9:30 a. mM. on May 5, 
1947. The hearing originally sched- 
uled for May 5, 1947, was postponed 
indefinitely, upon request of the appli- 
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cant, due to the fact that the majority 
of the employees of the applicant were 
then on strike. 

Thereafter, the Commission set the 
application for public hearing on June 
9, 1947, at 9:30 a. M., and on May 21, 
1947, the secretary of the Commission 
mailed postpaid notices of public 
hearing to the same persons and con- 
cerns to whom the original notices 
were mailed advising of the new date 
so fixed for public hearing. 

A written appearance was entered 
by Mr. George I. Craven and Mr. 
Robert S. Finn, attorneys on behalf of 
certain named telephone subscribers 
of the applicant in Johnson county, 
Nebraska, on May 23, 1947, and on 
June 7, 1947, Mr. Craven as attorney 
on behalf of these same telephone sub- 
scribers filed an answer to the original 
application. 

The matter came on to be heard on 
June 9, 1947, and upon motion of the 
applicant’s attorney being made, leave 
was granted to the applicant to file an 
amendment to its application within 
five days with revisions in the rates 
and charges applied for and a con- 
tinuance of the hearing until August 
4, 1947, at 9:30 a. M. was ordered. 
On June 14, 1947, the applicant filed 
its amendment and supplement to 
the original application which was 
docketed as Supplement 1 to A- 
16831. 

On June 18, 1947, the secretary of 
the Commission caused a further no- 
tice to be mailed postpaid to the same 
persons and concerns to whom the 
prior notices were mailed, advising 
that the original application of the 
company had been amended, relating 
the history of the case to that date, 
and advising that a public hearing 


would be held on August 4, 1947, at 
9:30 a. M., in this proceeding. 

At the commencement of the hear- 
ing on August 4, 1947, upon request, 
the answer filed on behalf of certain 
subscribers in Johnson county to the 
original application was allowed to 
stand as an answer to the amendment 
and supplement to the application. On 
this date, the city of Clay Center, by 
its attorney, August C. Krebs, filed 
its answer to the amended application, 
and on August 13, 1947, S. W. Moger 
filed objections on behalf of the coun- 
ty board of supervisors of Clay coun- 
ty. Further, on August 11, 1947, the 
Nemaha County Farm Bureau by 
Fred Rohrs filed a request for addi- 
tional telephone service to permit all 
subscribers in Nemaha county to call 
other subscribers throughout Nemaha 
county without having to pay toll 
charges. 

In the answer filed by certain sub- 
scribers of the applicant from Johnson 
county, while admitting the allega- 
tions of paragraph one and the sub- 
stantive allegations of paragraph two 
of the application, they deny generally 
the statements and allegations con- 
tained in the application. As a fur- 
ther basis for objection, these protes- 
tants allege that the applicant is now 
receiving more than fair and reason- 
able rate of return upon the actual 
value of the property of the applicant 
used and useful in rendering telephone 
service, stating that the actual value 
of the property of the applicant is evi- 
denced by the tax returns filed by the 
applicant with the respective county 
assessors and the franchise tax report 
filed by the applicant with the state 
tax commissioner. They allege that 
such total actual value of the real and 
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personal property of the applicant is 
$6,547,010, and that this is the value 
upon which the applicant is entitled 
to earn a reasonable rate of return. 
These protestants further state the 
amount of capital, represented by the 
preferred, class A and class B common 
stock and first mortgage bonds of the 
applicant is a total of $10,000,533.33, 
which they allege is in excess of the 
actual value of the real and personal 
property of the applicant as indicated 
by the tax returns above referred to. 
The objection filed by the city of 
Clay Center contains a denial that the 
increases requested by the applicants 
are necessary; alleges that there are 
fewer telephone employees in the 
county than in past years, and that 
said city now has exchange service to 
Harvard and to Sutton without toll 


charges, which service the applicant 
proposes to furnish on a toll charge 


basis. It is alleged that this will re- 
duce the number of telephones which 
may be called by subscribers in Clay 
Center without toll charge by 68 per 
cent. 

The county board of supervisors of 
Clay Center filed objections and gen- 
erally deny that the proposed increases 
are necessary. They allege that the 
county is comprised of five principal 
cities, ranging in population from 
1,000 to 2,500 and that the county 
seat, Clay Center, is located in the 
middle of an area embracing said 
cities, and so located that such cities 
could be used as one unit in the con- 
trol of telephone service. It is fur- 
ther alleged that applicant proposes to 
reduce the present available service 
for Clay Center subscribers, as well as 
increase the rates and that several 
cities in the county have not been 
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placed by the applicant in the proper 
rate class. 

The Nemaha County Farm Bureau 
filed a request that the Commission 
require the applicant to furnish ex- 
change service to all subscribers in 
Nemaha county, so that such sub- 
scribers may call other subscribers in 
any other community in Nemaha 
county and throughout Nemaha coun- 
ty, without having to pay a toll charge 
for telephone service beyond the pres- 
ent limits of the exchange service now 
offered to each exchange. 

The public hearing continued 
through August 4 and August 5, 
1947, and was thereupon recessed un- 
til August 11, 1947, at 9:30 a.m., at 
which date the public hearings con- 
tinued through August 11, August 
12, August 13, and August 14, 1947, 
On the latter date, following motions 
of attorneys for the protestants, a con- 
tinuance until August 27, 1947, was 
granted. At the later date the hear- 
ing was reconvened and continued 
through August 27 and 28, 1947. The 
applicant and the protestants having 
offered all the testimony and other 
evidence which they desired to offer, 
submitted the case to the Commission. 

The applicant is a corporation or- 
ganized under the laws of the state of 
Delaware, and authorized to transact 
business under the laws of the state of 
Nebraska, with its principal executive 
office in the city of Lincoln, Nebraska, 
furnishing a general telephone com- 
munication service, consisting of both 
toll and exchange service, at one hun- 
dred twenty-one telephone exchanges, 
serving one hundred forty cities, 
towns, and villages in twenty-two 
southeastern counties of the state of 
Nebraska. 
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The applicant is engaged in the op- 
eration and maintenance of a commu- 
nication system which is an essential 
part of the communication business in 
the state of Nebraska, and through 
connections with the American Tele- 
phone and Telegraph Company, the 
Northwestern Bell Telephone Com- 
pany, and the Southwestern Bell Tele- 
phone Company provides communica- 
tions service throughout the United 
States of America, and to and from 
the territory served in Nebraska, to 
countries outside the United States of 
America. 

The telephone service furnished by 
the applicant in the state of Nebraska 
is furnished under rates, rules, and 
regulations as prescribed by this Com- 
mission. The books and records of 
applicant’s operations of its telephone 
properties, toll, and exchange, have 
been kept in accordance with the rules 
and regulations of the Interstate Com- 
merce Commission during the period 
from 1913 to 1935; and since the year 
1935 in accordance with the account- 
ing rules and regulations prescribed 
for telephone companies by the Fed- 
eral Communications Commission, 
including statements of applicant’s 
cost of property devoted to the rendi- 
tion of telephone service. Such rules 
and regulations of the Interstate 
Commerce Commission and the Fed- 
eral Communications Commission 
have heretofore been approved and 
adopted by this Commission for all 
Class A telephone companies operat- 
ing in Nebraska, which includes the 
applicant. 

Shortly prior to the war, on Oc- 
tober 13, 1941, the applicant filed an 
application (A-14994) for a revised 
schedule of certain rates for exchange 


service at eighty-four of its exchanges. 
Prior to the conclusion of the taking 
of evidence on this prior application, 
war was declared by the United States 
against Japan, Germany, and Italy. 
The application requested the estab- 
lishment of exchange rates through 
grouping of exchanges into seven 
groups according to the size of the ex- 
changes, and with varying rates for 
each group. The need for a revision 
in rates was predicated upon evidence 
of increased operating costs and ex- 
penses, and correspondingly reduced 
income below a reasonable rate of re- 
turn. The Commission entered an or- 
der for the revision of certain of the 
exchange rates under date of January 
15, 1942, 35 Ann Rep Neb SRC 
312, and placed in effect the group- 
ing of exchanges. The rates so or- 
dered were established upon a tem- 
porary basis. The original order 
was for the continuance of the ad- 
justed rates for a period of six 
months, due to the emergency con- 
ditions brought on by the war and 
the inability of the Commission 
to forecast with any degree of cer- 
tainty the additional burdens and 
disturbances of business and services 
that might result during the war emer- 
gency. By subsequent orders of the 
Commission at various intervals, the 
rates fixed in the order of the Com- 
mission on January 15, 1942, supra, 
have been continued in force from 
time to time without change and on a 
temporary basis, and are still in force 
and effect. 

As found by this Commission in its 
prior order of January 15, 1942: 
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(1) 1940—net telephone earnings 
available for return on 


$558,904.00 


earnings available for 
return on _ capital— 
(based on 10 months 
experience) 


570,392.00 


As shown in the instant case, in Ex- 
hibit 18: 
(3) 1941—actual net telephone 


earnings available for 


return on capital $544,214.00 


Notwithstanding the increase in 
telephone rates following the order of 
this Commission of January 15, 1942, 


Plant Investment 
and Working 


Capital 


December 31st 


$14,562,983 
14,798,153 
14,536,741 
14,800,599 
16,028,946 

** 16,467,472 


* Available for return on capital. 
** April 30, 1947. 
*** Six months estimated. 


Since the filing of the original ap- 
plication in the instant proceeding on 
February 21, 1947, additional ex- 
penses of operation developed which 
materially affect earnings of the ap- 
plicant and which resulted in the ap- 
plicant filing the revised schedule of 
rates and charges as set forth in 
the amended Exhibit A and Exhib- 
it B, attached to the amendment and 
supplement to the original applica- 
tion. 

A new wage agreement was entered 
into, following the telephone strike 
which lasted from April 7 to May 19, 
1947, which will result in additional 
annual wage payments chargeable to 
operating expenses in the amount of 
approximately $253,750. As a result 
of the recent completion of a study of 


supra, and the substantial increase in 
the volume of exchange and toll busi- 
ness in the following years, which has 
required additional investment by the 
applicant in each year, the net tele- 
phone earnings of the applicant have 
decreased substantially since 1942, 
until the earnings are currently at a 
level substantially below the net earn- 
ings of 1941 and will be further re- 
duced as a result of recent added costs 
of operation. (Exhibits, 11-A, 13 
and 20 (a)). 

Per Cent Return on 
Plant Investment 
and Working 
Capital 
4.23% 


* Net Telephone 
Earnings 
Per Year 

$615,525 
639,927 
36,006 


the pension plan of the applicant, 
which plan has been in effect since 
January 1, 1917, independent actu- 
aries advised the applicant of the ne- 
cessity of accruing an additional 
amount to prevent impairment of the 
pension fund, estimated to require ap- 
proximately $142,356 on an annual 
basis. After Federal tax and other 
adjustments following such expense 
items, there will be a total additional 
net burden on earnings from the fore- 
going of approximately $256,065 per 
year. These additional expenses will 
reduce the current earnings evidenced 
by the twelve months results ending 
April 30, 1947 (April estimated) of 
$493,516 to the sum of $237,451 on 
a twelve months’ basis, or a return of 
1.4 per cent on the plant investment 
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and working capital of the applicant 
as of April 30, 1947. 

The total wages paid in the year 
1941 were $1,229,445 as compared to 
the year 1946 of $2,693,287 and esti- 
mated total wages for 1947 of $3,- 
044,279. The estimated wages for 
1947 only include the present scale of 
wages since April 1, 1947. 

The applicant was unable to fully 
meet the demands for telephone serv- 
ice during the war, due to the restric- 
tive governmental orders on new con- 
struction and the scarcity of materials 
and supplies which were critical ma- 
terials to the war effort. The appli- 
cant has been using its plant beyond 
its designed capacity during the war 
years and since the war, with a con- 
tinuing increase in demand for tele- 
phone service which has, in many in- 
stances, eliminated margins in the 


central office equipment and outside 


telephone plant. To meet service re- 
quirements the applicant is immedi- 
ately compelled to make substantial 
additions to its telephone plant and 
equipment. As of April 30, 1947, the 
applicant had telephone plant under 
construction in the sum of $364,837.- 
55 and contemplates further substan- 
tial expenditures in the year 1947, and 
additional expenditures in the neigh- 
borhood of $3,000,000 during the 
next three years, with a total require- 
ment of $5,000,000 on completion of 
a 5-year program. The applicant 
proposes to restore normal operating 
margins, to provide additional mar- 
gins of telephone plant for anticipated 
growth, and to provide the more mod- 
ern type of telephone service which 
the public desires. The applicant now 
has 37 exchanges furnishing auto- 
matic or dial service, and it is esti- 
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mated that by the end of the year 1947 
the total number of such automatic or 
dial system exchanges will be in- 
creased to 57, as a result of cut-over of 
installations now under construction. 
Among exchanges and services which 
will be cut-over to automatic during 
the present year, are the exchanges 
throughout Johnson county. The ap- 
plicant is now completing the con- 
struction of a new exchange building 
in the city of Tecumseh and at Platts- 
mouth, where automatic service will 
also be available. While the demand 
for telephone service has not been ful- 
ly met and some additional revenues 
will be obtained from continuing in- 
stallations of additional telephones, 
the continued investment of the appli- 
cant in additional plant to provide 
such service, and to restore margins 
will not result in any substantial in- 
crease in telephone net earnings. The 
toll business of the applicant is at the 
highest level in the applicant’s history. 
The witnesses for the applicant testi- 
fied that there was some indication 
that a leveling off had occurred at 
present levels. It is not believed that 
any substantial increase in toll rev- 
enues will occur above the level of 
such business which the applicant now 
enjoys. 

In addition to the increased wage 
expense of the applicant which has 
been on an upward trend since 1941 in 
accordance with the general trend of 
wages throughout industry, the price 
of materials, supplies and telephone 
equipment have likewise increased 
substantially. The resulting cost of 
new construction will require substan- 
tial additional dollars per unit of 
plant added, as compared to the units 
of plant which will be replaced. 
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The applicant now has outstanding 
first mortgage bonds in the principal 
amount of $3,500,000 bearing interest 
at the rate of 2.75 per cent or $96,250 
per year, and $6,500,533 issue price 
of preferred and common stocks. The 
applicant has paid total annual divi- 
dends on its outstanding stock of 
varying amounts from $375,040 to 
$462,027 during the years 1937 to 
1946 inclusive or the equivalent of a 
composite rate of 5.3 per cent to 6.67 
per cent annually on the total stock 
outstanding. The applicant also has 
outstanding other long-term debt and 
notes payable for plant construction in 
a total amount of $389,090.22 as of 
April 30, 1947. The witnesses of the 
applicant have testified generally as to 
the intention of the applicant to seek 
necessary additional funds for new 
construction from the issuance and 
sale of new securities of the applicant, 
the exact form and plan of such fi- 
nancing not yet being determined, and 
funds currently required have been 
obtained on short-term bank loans to 
be later refunded. The applicant con- 
tends that it will be unable to obtain 
an adequate return under present op- 
erating costs and at present rates for 
service to attract the capital which it 
requires to provide funds needed for 
plant construction. 

The applicant offered evidence of 
several evaluations of its property for 
the purpose of determining a rate 
base, to measure the reasonableness of 
the net income expected to be received 
under the rates and charges applied 
for. The applicant contended that on 
any proper method of computing the 
rate base, the rate of return to the ap- 
plicant under the proposed rates would 
be no more than fair and reasonable. 
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The several methods of computing a 
rate base result in the following valua- 
tions : 


1. The 1941 Reproduction Cost Ap- 
praisal Extended to March 1, 
1947, at Cost of Net Additions 

The applicant offered in evidence a 
prior inventory and appraisal of its 
telephone plant and equipment made 
by an independent appraisal engineer 
as of October 1, 1941. This inven- 
tory and appraisal was introduced in 
evidence in the 1941 rate case of the 
applicant (A—14994), above referred 
to. The first valuation offered was 
made through the use of the reproduc- 
tion cost value previously determined 
as of October 1, 1941, and adding 
thereto the additions made to the 
plant and equipment at actual cost to 
the applicant in the succeeding years 
to March 1, 1947, and by deducting 

from such valuation of October 1, 

1941, amounts representing the value 

of the property retired from service 

since said date to March 1, 1947, 

which had been included in the 1941 

appraisal. This was an extension of 

the 1941 valuation to March 1, 1947, 

on a cost basis for the net additions 

made to plant subsequent to 1941. 

The reproduction cost new valuation 

of the plant and property, on the above 

basis of extending the 1941 valuation, 
exclusive of materials and supplies 
and cash working capital was the sum 
of $18,812,907.35 as shown by Ex- 
hibit 2. It was the opinion of the ap- 
praisal engineer in this proceeding 
that the telephone plant of the appli- 
cant was in an over-all composite 
condition per cent of 82.7 per cent and 
that the reproduction cost of the plant 
and equipment, less the observed de- 
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preciation of 17.3 per cent, was the 
sum of $15,568,086. 


2. The Reproduction Cost Appraisal, 
As of March 1, 1947 

The applicant offered the testimony 
of the appraisal engineer as to the ac- 
tual cost of reproducing the entire 
plant and equipment using prices and 
costs in effect as of March 1, 1947. 
This testimony was predicated upon 
the inventory and appraisal previously 
referred to of October 1, 1941, 
brought up to date through the medi- 
um of adjusting the cost figures to re- 
flect current cost prices of labor and 
materials to reproduce the plant as of 
March 1, 1947, and giving effect to 
the additions and retirements of plant 
on present-day costs since the 1941 
appraisal. As shown in Exhibit 3, 


the reproduction cost new of the plant 


and equipment as of March 1, 1947, 
exclusive of materials and supplies 
and cash working capital, was the sum 
of $28,102,394.39 and, the reproduc- 
tion cost new, less observed deprecia- 
tion of 17.3 per cent as of March 1, 
1947, was the sum of $23,239,098. 


In support of the cost computations, 
evidence was introduced of the in- 
creases in various classes of construc- 
tion labor, based on the applicant’s pay- 
rolls, during the years 1941 to date, 
including the costs of construction 
crews and other workers required for 
the construction of such a plant, to- 
gether with comparison in applicant’s 
costs of various major items of tele- 
phone materials and equipment. For 
example, 26 pair 24-gauge cable is 
shown to have increased 107 per cent, 
101 pair 24-gauge cable 111 per cent, 
copper wire 102 per cent, certain poles 
29 per cent and 33 per cent, certain 


crossarms 64 per cent, one type of 
teiephone subset 26 per cent, and vari- 
ous types of central office equipment 5 
per cent to 62 per cent over 1941 
prices. 


3. The Book Cost of Applicant’s 
Property, Undepreciated 

The applicant offered evidence of 
the book cost of its telephone plant 
and property as of April 30, 1947, 
shown to be in the total amount of 
$15,291,266.16, which the applicant’s 
witnesses testified as representing the 
actual cost of the physical plant and 
equipment. 


4. The Book Cost of Applicant’s 
Property, Less Observed Depre- 
ciation 

The applicant’s appraisal engineer 
testified as to the present condition 
per cent of the property, as being in 

82.7 per cent over-all condition. With 

this testimony, the applicant offered 

evidence of the cost of the telephone 
plant and equipment, less the observed 
depreciation of 17.3 per cent, or a net 

amount of $12,645,877 as of April 30, 

1947. 


5. As to Rate Base Determined by De- 
duction of Reserve for Deprecia- 
tion from Book Cost 

[1] The books of the applicant re- 
flect that as of April 30, 1947, the ap- 
plicant had a depreciation reserve of 
$5,096,100.22. It is sometimes urged, 
and some Commissions have upheld 
the view, that the rate base should be 
determined on the basis of the net in- 
vestment, arrived at by deducting 
from the cost of the plant and equip- 
ment the company’s reserve for de- 
preciation, to which is added an allow- 
ance for materials and supplies and 
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cash working capital. This Commis- 
sion refused to apply this formula in 
fixing a rate base for the Hooper Tel- 
ephone Company in 1944 (A-15650, 
36 Ann Rep Neb SRC 312) for 
the reason that such a formula will 
not necessarily enable the Commission 
to arrive at the fair value of the prop- 
erty used and useful in rendering tele- 
phone service. In the instant case, if 
such a formula is to be applied, there 
should first be deducted the net 
amount of surplus which has been 
transferred to the reserve for depre- 
ciation directly from the surplus ac- 
count over the years 1913 to 1947, 
such transfers having been made in 
earlier years to augment the reserve. 
The net reserve for depreciation as of 
April 30, 1947, other than transfers 
from surplus of $477,007.12, is the 
sum of $4,619,093.10, and this latter 
amount deducted from the book cost 
of the applicant’s physical plant as of 
April 30, 1947, leaves the net amount 
of $10,672,173. The applicant’s chief 
engineer testified that the applicant’s 
existing reserve account for deprecia- 
tion, now standing at approximately 
38 per cent of the original cost of the 
plant, is temporarily excessive due 
largely to the inability of the applicant 
to retire and replace plant during the 
war years. Replacement of plant was 
not permitted under government reg- 
ulation of critical materials during the 
war and, accordingly, plans for plant 
replacements of any material amount 
of property had to be deferred, with a 
consequent building up of the reserve 
for depreciation. In the event of 
normal plant retirements, the reserve 
for depreciation would have been re- 
duced by charges to the reserve for 
plant retired. The applicant submit- 
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ted Exhibit 31 to show the effect of 
the deferred plant retirements, and 
the increase in salvage value in recent 
years which tends to maintain the re- 
serve account at a higher level than 
may normally be expected. It is the 
applicant’s position that within a rela- 
tively few years the reserve will be re- 
duced through plant retirement to a 
level, such as prevailed prior to the 
war. Applicant’s witnesses have tes- 
tified to the program of conversion to 
automatic service and major retire- 
ments of plant which the applicant is 
proposing to make. This construc- 
tion program will necessarily involve 
a substantial amount of new plant 
with consequent charges to the reserve 
for depreciation for plant displaced, 
and it is applicant’s contention that 
under the circumstances it would not 
be proper, in determining the rate 
base, to deduct from the cost of plant 
the reserve for depreciation. 


6. Materials and Supplies and Cash 
W orking Capital to Be Included 
in the Rate Base 

Testimony was offered by the ap- 
plicant as to the amount of materials 
and supplies required to carry on the 

business, and on hand on April 30, 

1947, being in the amount of $686,- 

720.26, and also the amount of cash 

working capital required to provide 

sufficient working funds in the sum of 
$489,486.69. The applicant offered 
evidence of an analysis of the amount 
of cash working capital, materials and 
supplies actually used by the applicant 
in each of the years 1931 to 1946, in- 
clusive, together with the 16-year 
average of such requirements. Con- 
sidering the experience of the appli- 
cant over the 16-year period, and with 
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knowledge of the government restric- 
tions in inventories of critical ma- 
terials during the war period, and the 
higher dollar cost of materials and 
supplies as of the present time for a 
smaller number of units of property, 
applicant contends that an allowance 
for materials and supplies consisting 
of $686,720 and an allowance for cash 
working capital of $489,486 or a total 
of $1,176,206 as part of the rate base 
is reasonable. 

The exchanges of the applicant are 
proposed to be classified into eight 
groups according to the number of 
telephone stations connected with each 
exchange, as follows: 


Group 
Group B 
Group 
Group 
owe = 
Group 
} on Ait exchanges except Lincoln, in 
the Lincoln area of extended serv- 


ice. 
20,001-50,000 


Basic exchange rates are then pro- 
posed for each group of exchanges, 
with the lowest rates applicable to the 


group representing the exchanges 
with a smaller number of telephones 
attached, and with increased exchange 
rates applied to each successive group 
representing the larger exchanges. 
The basic group placement of an ex- 
change depends upon the number of 
telephone stations connected to the ex- 
change, but in cases where unlimited 
calling privileges have been provided 
to an adjacent exchange, the exchange 
having such privilege is placed in the 
next higher group. Where the sub- 
scribers at a smaller exchange so de- 
sire, service will be furnished to an ad- 
jacent larger exchange, upon such 
smaller exchange being placed in the 
next higher rate group. 
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The proposed schedule for intra- 
state toll rates results in an increase 
generally for the initial period of 5 
cents to 10 cents on day station-to- 
station calls up to about 160 miles, 
and in decrease of from 5 cents to 40 
cents for the initial period on day 
station-to-station calls over 175 miles. 
The same general pattern applies to 
the day person-to-person calls, except 
in a few instances for calls from be- 
tween 50 to 80 miles the increase 
would be 15 cents. The proposed 
schedule would reduce the initial pe- 
riod to three minutes on all calls over 
10 cents and would increase all night 
and Sunday rates up to not more than 
20 cents for the greater distances. 

The rates and charges for exchange 
and toll service as proposed by the ap- 
plicant when applied to telephone 
equipment in service as of April 30, 
1947, reflect a total annual increase in 
gross revenues from exchange service 
of $727,695.76, and a total annual 
increase in intrastate toll revenues 
of $130,000 or a total additional an- 
nual gross revenue of $857,695.76. 
Applying such additional gross rev- 
enues to the income statement for 
twelve months ended April 30, 1947 
(April estimated), and after giving 
effect to the increased wage expense 
now in effect on an annual basis, and 
the proposed increase in pension ac- 
cruals, there results an estimated an- 
nual net income of $769,222.58 avail- 
able for return on the investment of 
the applicant. While the testimony 
indicates that the exchange revenues 
have increased somewhat as of July 
30, 1947 over April 30, 1947, the 
original estimate of toll revenues ap- 
pears to be in excess of actual experi- 
ence this year to date, with the result 
71 PURNS 
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that the over-all estimate of earnings 

as of April 30, 1947, has not been 

changed by the auditor of the appli- 
cant following his consideration of the 

results of operations as of July 30, 

1947. The applicant’s auditor fur- 

ther points out that the plant and 

equipment of the applicant has in- 
creased by the amount of $358,371 as 
of July 30, 1947, over the amount of 
such plant and equipment as of April 
30, 1947. With such additional plant 
carrying the usual additional expense 
items, the auditor testified that the es- 
timates of net income as reflected in 
the various exhibits offered by the ap- 
plicant, including Exhibits 16(b) and 

20(a), should not be changed. 

The applicant contends that the rate 
of return represented by the net in- 
come under the proposed rates and 
charges would be no more than is fair 
and reasonable regardless of the rate 
base figure submitted by the applicant 
to measure it. The evidence adduced 
shows that the net income of the ap- 
plicant under the proposed rates and 
charges for exchange and toll service, 
without allowance for any possible 
loss of stations and without allowance 
for any reduction in the current level 
of toll revenues, would not exceed the 
following percentages of return on the 
several rate bases previously men- 
tioned. 

3 pce oem cost of tele- 
phone plant and equipment 
as of March 1, 1947, less 
observed depreciation 
(17.3%) 


Materials and supplies .. 
Cash working capital .... 


$23,239,098.00 
686,720.00 
489,486.00 

Rate Base $24,415,304.00 

Estimated net operating 

income under rates and 

charges applied for 

Percentage return on 

above rate base 
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2. Reproduction cost of tele- 
phone — and equipment 
as of ober 1, 1941, plus 
cost of net additions to 
lant to March 1, 1947, 
(o ma depreciation 
$15,586,086.00 
686,720.00 
489,486.00 
$16,762,292.00 
Estimated net operating 
income under rates and 
charges applied for 
Percentage return on 
above rate base 


. Cost of ee — 
and equipment 
books on April 30, “947° * $15,291,266,00 
Materials and supplies ioe 686,720.00 
Cash working capital .... 489,486.00 


$16,467,472.00 


res and oe it 
Cash working capital . 


Rate base 

Estimated net operating 
income under rates and 
charges applied for 
Percentage return on 
above rate base 


$769,223.00 


. Cost of telephone plant 
and equipment as per 
books on April 30, 1947, 
less observed depreciation 
(17.3%) 

Materials and — -- oe 
Cash working capital . 


$12,645,877.00 
720.00 

489,486.00 
Rate base $13,822,083.00 
Estimated operating net 
income under rates and 
charges applied for 
Percentage return on 
above rate base 


. Cost of telephone plant 
and equipment as per 
books April 30, 1947, od 
reserve for depreciation 
(other than transfers from 
surplus of $477,007.12)... 
Material and supplies .... 
Cash working capital .. 


$769,223.00 


$10,672,173.00 
686,720.00 
489,486.00 
$11,848,379.00 


Rate base 

Estimated net operating 
income under rates and 
charges applied for 
Percentage return on 
above rate base 


The applicant proposes to place in 
effect a uniform plan for providing 
telephone service at each exchange, to 
discontinue such free telephone serv- 
ice as now exists between certain ex- 
changes, and to discontinue unlimited 
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telephone service between certain ex- 
changes involving the payment of a 
flat monthly charge. 

[2] In past years the applicant ac- 
quired a number of small telephone 
companies. Certain of these com- 
panies were mutual associations, and 
usually no effort was made to main- 
tain records of, or charge for, calls be- 
tween exchanges owned. When the 
applicant acquired such exchanges, 
these practices were continued. Over 
the years, the applicant has found it- 
self in a discriminatory situation with 
respect to telephone service at certain 
of its exchanges. Many exchanges of 
the applicant provide exchange serv- 
ice limited to those patrons connected 
to the same exchange. For calls out- 


side the exchange area to subscribers 
not connected to the exchange, the 
subscriber is required to pay a toll 


charge. At certain exchanges the 
subscribers receive varying types and 
degrees of free service, or flat rate un- 
limited service, beyond the exchange, 
and in one case, in Johnson county, 
every subscriber within the county is 
receiving free service to every other 
exchange and to every other sub- 
scriber within the county. The ap- 
plicant states that these varying con- 
ditions of free service are unjust and 
discriminatory, and that the applicant 
has received requests for the extension 
of such free service throughout other 
counties in the state. Such a request 
for free county-wide service has been 
made by the Nemaha County Farm 
Bureau by a filing in this case. 

The applicant asserts that a rela- 
tively small percentage of subscribers 
receive the benefits of this free and un- 
limited service, while the majority of 
the subscribers are required to pay 
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the expense of furnishing it, and do 
not benefit from it. The applicant as- 
serts that no complaints have been re- 
ceived as to the proposed discontinu- 
ance of such free service and flat rate 
unlimited service except in the case of 
Clay Center, Harvard, and the five ex- 
changes in Johnson county. 

The applicant does not propose to 
disturb the telephone service now 
given between the exchanges in Lin- 
coln and the Lincoln area. The Lin- 
coln area includes the communities of 
Waverly, Davey, Denton, Malcolm, 
Pleasant Dale, and Raymond. The 
subscribers in these (so-called satel- 
lite) communities outside of Lincoln 
pay a higher rate in view of the added 
telephone service, and are included in 
the Lincoln service area on the basis 
of the social and business relationships 
with the city of Lincoln. 

The proposed plan of the applicant 
will permit one exchange to obtain 
service to an adjacent exchange or ex- 
changes upon placing such exchange 
in the next higher rate group as to 
telephone rates, if the majority of the 
subscribers desire such added service. 
In some cases this may result in the 
subscribers at smaller exchanges ar- 
ranging for service to the county seat 
town, as the smaller community fre- 
quently does not have all of the usual 
community services, such as doctors, 
dentists, banks, veterinarians, attor- 
neys, etc. 

As previously mentioned, the ap- 
plicant now furnishes exchange tele- 
phone service throughout Johnson 
county and between all exchanges in 
that county without toll charges. This 
is an outgrowth of the prior practice 
of the predecessor telephone company 
in Johnson county which was compet- 
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ing with the Bell Telephone Company 
prior to 1912, the latter having an ex- 
change at Tecumseh only. . Prior to 
1912, the Bell Telephone Company 
placed in effect a substantial reduction 
of rates and the independent company 
countered with an offer of free serv- 
ice between all of its exchanges in 
Johnson county. At that time this 
was an effective retaliation, as the Bell 
Company had no exchanges in John- 
son county other than at Tecumseh. 
Following the purchase of the inde- 
pendent company by the applicant, an 
order was entered on January 27, 
1914, by this Commission (A-1417) 
dealing among other things with the 
subject of this free service in Johnson 
county, which the applicant had re- 
quested to be discontinued. 

[3] At the hearing in the instant 
case, the objectors offered testimony 


by residents of Tecumseh relating to 
their general understanding that the 
applicant company agreed to continue 
the prior county-wide free service 
when the purchase of the Johnson 


county company was made. No 
agreement was introduced with ref- 
erence to the matter and officials of 
the applicant denied the existence of 
any such agreement. Nor was any 
evidence of any such understanding or 
agreement indicated in the Commis- 
sion’s prior consideration of this mat- 
ter in 1914 (A-1417). In any event, 
if such an agreement had been made, 
it would not deprive this Commission 
of jurisdiction to determine the issue 
under the decision of the Nebraska su- 
preme court in Marquis v. Polk Coun- 
ty Teleph. Co. (1916) 100 Neb 140, 
158 NW 927. Neither could the 
Commission interpret or enforce its 
provisions. 


71 PURNS 


The applicant furnished studies of 
the use of service throughout the 
county by Tecumseh subscribers, and 
found generally that a small percent- 
age of the subscribers placed more 
than a majority of the calls, based on 
a traffic flow study made on March 29, 
30, and 31, 1947, as follows: 


3% of the Tecumseh subscribers placed 54% 
of the calls to the Sterling exchange. 

5% of the Tecumseh subscribers placed 66% 
of the calls to the Elk Creek exchange. 

1% of the Tecumseh subscribers placed 72% 
of the calls to the Crab Orchard exchange. 

5% of the Tecumseh subscribers placed 80% 
of the calls to the Cook exchange. 

The traffic study further developed that: 

3% of the Cook subscribers made 64% of 
the calls to Sterling. 

2% of the Elk Creek subscribers placed 
88% of the calls to Sterling. 


On the other hand, a study of the 
calls made from the smaller exchanges 
in Johnson county to Tecumseh, the 
county seat, indicated a much greater 
demand for service to Tecumseh. For 
example : 

38% of the Crab Orchard subscribers called 
Tecumseh. 

63% of the Elk Creek subscribers called 
Tecumseh. 

30% of the 
Tecumseh. 


_ of the Cook subscribers called Tecum- 
seh. 


Sterling subscribers called 


Applicant contends that from the 
traffic study that the plan to give the 
smaller exchanges the privilege of call- 
ing Tecumseh without the payment of 
additional toll charges, by placing the 
smaller exchange in the next higher 
rate group, will meet the principal use 
of the telephone service outside the ex- 
change area, by the majority of the 
subscribers. The studies also indi- 
cate that a relatively small percentage 
of the total Tecumseh subscribers use 
the present free service to other ex- 
changes in the county. A number of 
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the objectors from Johnson county did 
not fully understand that the plan of 
the applicant was to offer incoming 
service to Tecumseh from the smaller 
exchanges, upon placing such smaller 
exchanges in the next higher rate 
group. 

In Clay county there are seven ex- 
changes. Clay Center, the county 
seat, now has free service to and from 
two of these exchanges, Harvard and 
Sutton. Clay Center also has free in- 
coming service from Deweese, Edgar, 
and Fairfield. There is also free serv- 
ice between Harvard and Sutton. The 
applicant proposes to continue in ef- 
fect the incoming service to Clay Cen- 
ter from the smaller exchanges, upon 
such smaller exchanges being placed 
in the next higher rate group, and to 
discontinue the present free service 
from Clay Center to Harvard and 
Sutton, as well as the free service be- 
tween Harvard and Sutton. 

Similar to the situation in Johnson 
county, a study made by the applicant 
on the same dates above mentioned, 
as to the traffic flow, indicates that: 


8% of the Clay Center subscribers placed 
65% of the calls to Harvard, and only 24% 
of the Clay Center subscribers placed calls to 
Harvard. 

Less than 3% of the Clay Center subscribers 
placed 33% of the calls to Sutton, and only 
16% of the Clay Center subscribers placed 
calls to Sutton. 


[4,5] In the prior decision of this 
Commission in 1914 as to free service 
in Johnson county, being Application 
No. 1417 above referred to, the Com- 
mission announced principles as to de- 
termination of exchange and toll serv- 
ice, as follows: 

“Every facility placed at the dis- 
posal of the public, and every service 
rendered, entails some expense, and 
when such service is not specifically 


paid for through toll charges, then the 
cost must necessarily fall as a general 
average charge against all subscribers, 
whether they use the service or not. 
This is not fair, and those who need 
and use such service should pay for its 
full value, and not ask others who do 
not use it to contribute toward its 
cost. 

“No subscribers in Johnson county 
would demand that free service should 
be given to him over toll lines to Den- 
ver, Omaha, or Chicago, but the serv- 
ice rendered in giving free connection 
between exchanges within the county, 
or in any other restricted district, dif- 
fers only in distance, and if permitted 
to continue without restrictions it 
would result in constant demands for 
extensions, leading to endless confu- 
sion, and would inevitably result in 
prohibitive rates to telephone sub- 
scribers, or ruin the company. 

“Tt is always difficult to draw a line 
of demarcation for the limits of such 
service when rendered, and this Com- 
mission is of the opinion that the only 
safe and equitable plan to all con- 
cerned is to restrict the service to the 
individual exchange, and let those 
patrons who desire the extended serv- 
ice pay reasonable toll rates; thus only 
can the burden be equitably distrib- 
uted, and those subscribers who do 
not use the service be relieved of a tax 
for the benefit of others, and escape 
the discrimination which results from 
the other plan.” 

Conditions have materially changed 
in the telephone business in this state 
since 1914, the date of the order in 
said prior proceeding. Changed con- 
ditions of farming are also recognized, 
with the agricultural industry largely 
mechanized, and less trading of man- 
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ual work between farmers. The costs 
of rendering telephone service have 
materially increased as compared to 
1914. However, as relates to free 
service, the statements made by the 
Commission in 1914 in the above or- 
der are as true today as they were 
then. The added costs of providing 
so-called free service to subscribers 
not attached to an exchange should 
not be borne by all of the subscribers 
on the exchange, where only a rela- 
tively small percentage of the sub- 
scribers use such extended service. 

The several witnesses testifying in 
opposition to applicant’s proposal 
were sincere in their request for con- 
tinuance of free interexchange service. 
They stressed however, that all sub- 
scribers should be treated alike and 
did not insist that their respective 
communities should be given undue 
advantages on special privileges. 

In some instances it appears that 
the extensive free service arrange- 
ments some communities have so long 
enjoyed will no longer be available. 
Some subscribers will no doubt be in- 
convenienced. 

Subscribers of Johnson and Clay 
counties were ably represented by 
counsel with respect to free exchange 
services which they now enjoy. The 
Commission has given due considera- 
tion to the particular problems pre- 
sented by testimony and exhibits in 
behalf of the subscribers of the seven 
exchanges located in these counties. 
After long and careful study of their 
problem and the relationship which it 
bears to the exchanges in other coun- 
ties and the system as a whole the 
Commission is of the opinion that no 
separate treatment could be sustained. 
The fact that subscribers have en- 
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joyed an advantage over other sub- 
scribers in the same system in the 
past does not justify a continuation of 
a discriminatory practice. 

It should be understood that ex- 
tended exchange service included in 
Exhibit A hereof is not all inclusive. 
It. is, of course, subject to change if 
communities involved deem it advis- 
able to place their exchanges in dif- 
ferent range groups by subscribing to 
extended exchange arrangements. It 
is likewise true that rearrangement of 
physical facilities may be made to bet- 
ter accommodate certain rural groups. 
Such matters cannot here be definitely 
determined. 

Counsel for applicant contend that 
the applicant is entitled to establish 
rates and charges for telephone serv- 
ice sufficient to enable it to receive a 
reasonable return upon the fair value 
of its property. Counsel for the prot- 
estants adopt the same rule of law as 
applicable to the instant proceedings. 
In several decisions our own supreme 
court has stated a similar doctrine. 

In 1912, in State v. Lincoln Trac- 
tion Co. 90 Neb 535, 134 NW 278, 
the court followed the rule of the Su- 
preme Court of the United States as 
stated in Smyth v. Ames (1898) 169 
US 466, 42 L ed 819, 18 S Ct 418, 
that it is the fair value of the property 
upon which the utility is entitled to 
have rates fixed by the regulatory 
body which will provide a reasonable 
return. 

In 1916, in Marquis v. Polk County 
Teleph. Co. 100 Neb 140, 146, 158 
NW 927, the court said: 

“. . . What the company is en- 
titled to demand, in order that it may 
have just compensation, is a fair re- 
turn upon the reasonable value of the 
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property at the time it is being used 
for the public. 

“The ascertainment of that value is 
not controlled by artificial rules. It is 
not a matter of formulas, but there 
must be a reasonable judgment, hav- 
ing its basis in a proper consideration 
of all relevant facts.” 

In 1919, in Omaha & C. B. Street 
R. Co. v. Nebraska State R. Commis- 
sion, 103 Neb 695, PUR1919F 307, 
173 NW 690, the court directed the 
Commission to take evidence with a 
view to fixing the then valuation of 
the property for rate-making pur- 
poses, and fix rates that would pro- 
vide a reasonable return upon such 
value. 

In 1934, in Omaha & C. B. Street 
R. Co. v. Omaha, 125 Neb 825, 5 
PUR NS 178, 252 NW 407, the 
court again affirmed the rule that 
the fair value of the property of the 
utility was the proper rate base, and 
expressly approved the reproduction 
cost valuation method of appraisal 
with an allowance for material, sup- 
plies and cash working capital. The 
valuation in that case had been made 
some years earlier and brought down 
to date with the net additions made 
by the company. 

In prior decisions of this Commis- 
sion, the Commission has followed the 
principle of establishing the fair value 
of the property as the rate base, and 
has received and considered evidence 
of various methods of valuation with 
reference thereto. 

In the case of Federal Power Com- 
mission v. Natural Gas Pipeline Co. 
(1942) 315 US 575, 86 L ed 1037, 
42 PUR NS 129, 62 S Ct 736, the 
Supreme Court of the United States 
held that the Federal Constitution 


[10] 
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does not bind rate-making bodies to 
the service of any single formula or 
combination of formulas, and that 
agencies to whom this legislative pow- 
er has been delegated are free, within 
the ambit of their statutory authority, 
to make the pragmatic adjustments 
which may be called for by particular 
circumstances. 

In Federal Power Commission v. 
Hope Nat. Gas Co. (1944) 320 US 
591, 88 L ed 333, 51 PUR NS 193, 
64 S Ct 281, the court did not en- 
dorse any particular theory of valua- 
tion, and placed its decision, uphold- 
ing the Commission, on the ground 
that Federal constitutional require- 
ments are satisfied where the order of 
the Commission does not unreason- 
ably or unjustly interfere with the 
utility’s successful operation, financial 
integrity, ability to attract capital, and 
to compensate investors for risks as- 
sumed. 

[6] The protestants from Johnson 
county, having introduced evidence of 
the assessed value of the property of 
the applicant, urge this Commission 
to adopt such value for rate-making 
purposes. This Commission has pre- 
viously passed upon the materiality of 
such evidence. See Re Lincoln City 
Lines, B-437, Supplement +3, order 
entered November 7, 1947, and Good 
v. The Lincoln Traction Co. (1943) 
No. 847 (36 Ann Rep Neb SRC 
170). Some courts deny the admis- 
sibility of such evidence. This Com- 
mission has considered such evidence, 
but does not deem it to be of substan- 
tial weight for rate-making purposes. 
(Knott v. Chicago, B. & Q. R. Co. 
[1913] 230 US 474, 57 L ed 1571, 
33 S Ct 975; Vincennes Water Sup- 
ply Co. v. Indiana Pub. Service Com- 
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mission, PUR1930B 216, 34 F2d 5, 
certiorari denied [1930] 280 US 
567, 74 Led 621, 50S Ct 26). Inthe 
instant case, the applicant’s assessed 
real-estate values are determined by 
the various assessors of the state in 
the several counties in which the ap- 
plicant operates, and the personal 
property valuations are initially re- 
turned by the applicant and sworn to 
by responsible officers. The principal 
number of such personal property re- 
turns by the applicant indicate on their 
face that they are “assessable values.” 
The applicant, in Exhibit 41, has of- 
fered evidence as to the relationship 
of such over-all assessments for tax 
purposes, to the book costs of its plant 
and equipment, which the Commis- 
sion has taken into consideration. 
[7,8] The rate of return of the ap- 
plicant under the rates and charges 
proposed to be placed in effect will re- 
sult in a return of 3.15 per cent on the 
reproduction cost new of the prop- 
erties as of March 1, 1947, less ob- 
served depreciation, with an allow- 
ance for materials and supplies and 
cash working capital; a return of 4.59 
per cent on the reproduction cost of 
the plant and equipment as of Octo- 
ber 1, 1941, plus cost-of net additions 
to March 1, 1947, less observed depre- 
ciation and adding an allowance for 
materials and supplies and cash work- 
ing capital; a return of 4.67 per cent 
on the undepreciated book cost of the 
plant and equipment as of April 30, 
1947, together with an allowance for 
materials and supplies and cash work- 
ing capital; a return of 5.57 per cent 
on the book cost of the plant and 
equipment on April 30, 1947, less ob- 
served depreciation and adding an al- 
lowance for materials and supplies 
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and cash working capital; and a re- 
turn of 6.49 per cent on the cost of 
the plant and equipment as of April 
30, 1947, less the applicant’s reserve 
for depreciation on that date, other 
than transfers from surplus, together 
with an allowance for materials and 
supplies and cash working capital. 

A review of rates of return found to 
be fair and reasonable by courts and 
Commissions in recent cases indicate 
a range from 54 per cent to 64 per 
cent. The latest court decision com- 
ing to the attention of the Commis- 
sion is that of Marietta v. Public Util- 
ities Commission, — Ohio St —, 71 
PUR NS 186, 74 NE2d 74, decided 
June 25, 1947, where the court found 
a return of 64 per cent related to a 
reproduction cost new less deprecia- 
tion rate base, was fair and reasonable. 

In United Gas Pub. Service Co. v. 
Texas (1938) 303 US 123, 133, 82 
L ed 702, 711, 22 PUR NS 113, 120, 
58 S Ct 483, the court said: 

“That the rate of return should be 
reasonably sufficient to assure confi- 
dence in the financial soundness of the 
utility and should be adequate under 
efficient and economical management 
to maintain and support its credit and 
to enable it to raise money necessary 
for the proper discharge of its duties.” 
In Wabash Valley Electric Co. v. 
Young, 287 US 488, 501, 77 L ed 
447, 456, PUR1933A 433, 439, 53 
S Ct 234, the court said: 

e: sound business man- 


agement required that after paying 
all expenses of operation, etc., ‘there 
should still remain something to be 
passed to the surplus account,’ and 
that a rate of return which did not 
admit of that being done was not 
sufficient to enable a utility to main- 
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tain its credit and raise money for 
the proper discharge of its public du- 
ties.” 

It is apparent that the applicant 
cannot further absorb the increased 
costs of operation, which have con- 
tinued progressively upward for a 
number of years, without additional 
revenue. It is also apparent that the 
applicant is required to and is pres- 
ently engaged in necessary plant con- 
struction to restore lacking margins 
in telephone plant and equipment, and 
to meet unfilled demands for tele- 
phone service. The applicant intends 
to seek additional capital for such pur- 
poses and has presently incurred 
short-term indebtedness which will 
be refunded by the issuance of long- 
term securities. The applicant will 
need additional revenues to enable it 
to provide a return on its investment 


adequate to attract the capital neces- 
sary to provide funds needed for such 
expansion required to maintain good 
service. 


The Commission calls attention to 
the fact that the instant application, 
public hearing, and the effective date 
of this order transpire during an in- 
flationary period. Counsel for appli- 
cant stated that the amendment to the 
application herein was necessary as a 
result of the new wage adjustment 
negotiated in May of this year. 
Wages, materials, and supplies have 
reached an all-time high, as have near- 
ly all other commodities. It is, how- 
ever, not reasonable to assume that 
the present level of wages, prices and 
material costs will be permanent. To 
do so would be to disregard past ex- 
periences. 

It therefore appears that, in order 
to retain a flexibility in the over-all 
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problem, the Commission should keep 
the matters herein under close scru- 
tiny and, in the event of a leveling off 
or reduction in wages, prices and 
cost of materials, make an immediate 
study to determine whether the fees 
and charges paid by the ratepayer 
should be scaled back proportion- 
ally. 

Applicant’s proposal to increase the 
annual rate for service station sub- 
scribers from $6 to $12 is not justified 
in the record. It appears to the Com- 
mission that said rate should be scaled 
to the various range groups. Such a 
plan was authorized in the recent 
Northwestern Bell Telephone Com- 
pany rate case, No. 16823, Supple- 
ment +1, dated September 30, 1947. 
Exhibit A, Sheet 1, (omitted) hereof 
will therefore be changed to revise 
such rates as therein set forth. 

The Commission finds that the 
group rates and other special rates and 
charges set forth in the proposed 
schedule of exchange rates as modified 
and including the plan for the estab- 
lishment of exchange areas, together 
with the proposed schedule of intra- 
state toll rates, are fair and reasonable 
and in proper balance. In making 
these findings, the Commission has 
considered the interest of the public 
by assuring adequate, efficient service 
at rates that are no higher than nec- 
essary to accomplish this objective. 
The Commission is of the opinion that 
such group rates, special rates and 
charges, intrastate toll rates, and the 
plan for establishment of exchange 
areas appear to be fair, reasonable, 
and nondiscriminatory and should be 
approved and become effective on the 
several billing dates next following 
December 20, 1947, 
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The Commission further finds that 
said group rates, special rates and 
charges, including toll rates, should 
be identified as Exhibits A and B, at- 
tached to this order, and made a part 
hereof by reference. [Exhibits A and 
B omitted herein. ] 


ORDER 


It is therefore ordered by the Ne- 
braska State Railway Commission 
that The Lincoln Telephone and Tel- 
egraph Company, a corporation, be 
and it is hereby authorized to charge, 
collect, and receive the schedules of 
net exchange rates and charges at its 
exchanges set forth in Exhibit A at- 
tached hereto and by this reference 
made a part hereof, and to render such 
exchange service in accordance with 
the conditions set forth in said Ex- 
hibit A. 

It is further ordered that the said 
schedule identified as Exhibit A be 
and the same shall become effective on 


the several billing dates next follow- 
ing December 20, 1947. 

It is further ordered that The Lin- 
coln Telephone and Telegraph Com- 
pany, a corporation, be and it is here- 
by authorized to charge, collect and 
receive the schedule of message toll 
rates set forth in Exhibit B, attached 
hereto and by this reference made a 
part hereof. 

It is further ordered that said 
schedule, identified as Exhibit B, be 
and the same shall become effective 
December 20, 1947, and shall apply to 
intrastate message toll business han- 
dled exclusively by the applicant com- 
pany within Nebraska, and also to 
intrastate message toll business in Ne- 
braska handled jointly by applicant 
and its connecting companies. 

It is further ordered that all present 
rates and charges for telephone serv- 
ice not herein modified or revised be 
and the same shall remain in full force 
and effect. 
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Re Southeastern Indiana Power Company 


No. 19697 
August 4, 1947 


ETITION by electric utility to amend rate schedules to include 
F umenis fuel clause; granted. 


Rates, § 303 — Fuel clause — Higher oil costs. 
A temporary emergency fuel cost adjustment clause to-be added to present 
rate schedules of an electric utility, except a schedule applying to a whole- 
sale contract, should be authorized when, because of higher costs of oil and 
lower production of electricity per gallon of fuel oil, this is necessary to 
prevent injury to the business of the utility and in the interests of con- 


sumers. 
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RE SOUTHEASTERN INDIANA POWER CO. 


APPEARANCES: Ross, McCord, 
Ice & Miller, Attorneys, Indianapolis, 
by Harry T. Ice, for petitioner ; Glenn 
R. Slenker, Public Counselor, by 
Harold J. Bell, Acting Assistant Pub- 
lic Counselor, for the public. 

By the Commission: The petition- 
er, Southeastern Indiana Power Com- 
pany, filed with the Commission on 
July 3, 1947, its petition for a tempo- 
rary emergency fuel cost adjustment 
clause to be added to its present rate 
schedules to enable the petitioner to 
meet in part the emergency conditions 
created by rising costs in fuel. 

The hearing on the petition was held 
in the rooms of the Commission, 401 
State House, Indianapolis, Indiana, at 
10 o’clock a. M., Central Daylight Sav- 
ings Time, on July 29, 1947, pursuant 
to notice duly given as provided by 
law with appearances as above noted. 

At such hearing evidence was intro- 
duced, all parties were heard, and now 
the Commission, having heard the 
evidence and all of the parties interest- 
ed, finds that the Comniission has full 
and complete jurisdiction of the sub- 
ject matter of the petition. 

The Commission further finds that : 

Petitioner is an Indiana corporation 
engaged in the generation, transmis- 
sion, and distribution of electric energy, 
and is a public utility operating under 
the laws of the state of Indiana, and 
under the jurisdiction of this Commis- 
sion. Petitioner’s generating plant 
is located in the city of Rushville, In- 
diana, and its transmission and dis- 
tribution lines serve areas located in 
eleven counties in the state of Indiana. 
Petitioner renders electrical service to 
approximately 7,330 customers locat- 
ed in towns and unincorporated com- 
munities and in rural districts. As of 
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May 31, 1947, petitioner served the 
following customers : 


Domestic 

Rural 

Commercial 

Industrial 

Public street and highway lighting .. 
Wholesale service to the Rush county REMC. 


Petitioner’s electrical energy is gen- 
erated in a Diesel plant, the engines 
of which operate on fuel oil. Fuel oil 
is one of the principal costs of peti- 
tioner in the generation of electrical 
energy. 

On March 1, 1946, petitioner put 
into effect voluntary reductions of its 
electrical rates applicable to its domes- 
tic, rural, and commercial customers, 
and it is currently operating on sched- 
ules of rates duly filed and published, 
based on the voluntary reduction on 
the aforesaid date. Fuel oil for the 
operation of its generating plant for 
the month immediately preceding 
March 1, 1946, cost the petitioner an 
average of 5.38 cents per gallon. The 
average cost of fuel oil to petitioner 
during the year 1946 was 5.55 cents 
while such average cost for such fuel 
for the first six months of 1947 rose 
to 6.35 cents per gallon. The fuel oil 
available to petitioner in the month of 
February, 1946, produced on the aver- 
age 14.32 kilowatt hours per gallon. 
The cost of fuel oil since that date due 
to the existing shortages and the con- 
ditions generally in the oil business 
has risen until during the month of 
May, 1947, fuel oil costs to petitioner 
were an average of 6.7 cents per gallon 
and during the month of July, 1947, 
an average of 7.71 cents per gallon. At 
the same time, due to the character and 
quality of the oil, the average produc- 
tion of kilowatt hours per gallon of 
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fuel oil has declined to 13.35 kilowatt 
hours per gallon. 

The critical condition in the oil in- 
dustry is due to the increased demand 
for oil products and limited transporta- 
tion facilities, and the emergency creat- 
ed and now existing may become even 
more acute in the immediate future. 
The duration of the emergency is de- 
pendent upon the rapidity with which 
the transportation facilities may be in- 
creased and the supply of oil products 
in Indiana catches up with the in- 
creased demands. 

It is deemed necessary in order to 
prevent injury to the business of the 
petitioner and in the interest of the 
consumers served by petitioner that the 
existing rate schedules should be tem- 
porarily altered and amended by the 
addition of an emergency fuel cost ad- 


justment clause, which clause should 
read as follows: 


The rates applicable to all domestic, rural, 
commercial, and industrial service shall be in- 
creased one-half mill ($.0005) per kilowatt 
hour for each one-half cent ($.005) increase 
in the delivered price per gallon of fuel 
burned, in excess of 6 cents ($.060) per gal- 
lon, in the month preceding the date of month- 
ly bill. 

Such clause will permit the petition- 
er to recoup in part its increased cost 
due to the emergency as above set 
forth, and the foregoing clause when 
added to the schedules should be ap- 


plicable to all of the rate schedules of 


petitioner except those which apply’ 


to its wholesale contract with the Rush 
county REMC, petitioner’s emer- 


gency interconnection agreement with 
the Public Service Company of In- 
diana, Inc., and its sales for public 
street and highway lighting purposes, 

It is therefore ordered by the Pub- 
lic Service Commission of Indiana that 
the following clause be and the same 
hereby is approved as a part of the cur- 
rent rate schedules of the petitioner: 


“Emergency Fuel Cost Adjustment 

“The rates applicable to all domestic, rural, 
commercial and industrial service shall be in- 
creased one-half mill ($.0005) per kilowatt 
hour for each one-half cent ($.005) increase in 
the delivered price per gallon of fuel burned, 
in excess of 6 cents ($.060) per gallon, in the 
month preceding the date of monthly bill.” 

The foregoing clause shall be applic- 
able to service rendered by petitioner 
and applicable to bills rendered on and 
after August 15, 1947, and each month 
thereafter. Said clause shall apply to 
all charges by the petitioner for elec- 
trical service rendered by it under its 
existing rate schedules, except peti- 
tioner’s wholesale contract with the 
Rush county REMC, the petitioner’s 
interconnection agreement with the 
Public Service Company of Indiana, 
Inc., and sales for public street and 
highway lighting purposes, and each 
and all of said rate schedules are here- 
by amended accordingly. 

It is further ordered that the peti- 
tioner herein shall pay to the state of 
Indiana through the secretary of this 
Commission, the costs herein taxed 
amounting to $11.58 being cost of pub- 
lication of notices herein. 
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UNITED STATES DISTRICT COURT, D. MAINE, S. D. 


Re New England Public Service Company 


No. 477 
73 F Supp 452 
August 6, 1947; as amended August 15, 1947 


ROCEEDING by Securities and Exchange Commission at re- 
ye of holding company to enforce and carry out simpli- 
fication plan; plan as amended approved and ordered enforced 

and carrier out. 


Intercorporate relations, § 19.81 — Holding company simplification — Court en- 
forcement of plan. 

1. The province of the Federal district court in an enforcement proceeding 
under § 11(e) of the Holding Company Act, 15 USCA § 79k(e), is that 
of a reviewing authority, and it cannot amend or modify the holding com- 
pany simplification plan and then enter an order of approval, since the 
statute provides that the plan must, in the first instance, be approved by 
the Securities and Exchange Commission, p. 155. 


Intercorporate relations, § 19.81 — Holding company simplification — Court en- 
forcement — Necessary finding. 

2. The Federal district court in an enforcement proceeding under § 11(e) 
of the Hoiding Company Act, 15 USCA § 79k(e), must consider, in mak- 
ing its findings, the findings made by the Securities and Exchange Com- 
mission, and, if satisfied that these findings have been made after fair hear- 
ings, that the plan is fair and equitable, and supported by substantial evi- 
dence, it should approve the plan, p. 155. 


Security issues, § 5.1 — Retirement of preferred stock — Call premiums. 
3. A holding company’s election to redeem stock following an order that it 
either adopt a one stock structure or liquidate does not constitute a volun- 
tary redemption requiring the payment of call premiums, since the election 
goes only to the procedural aspects of the case and the retirement is basically 
the result of the compulsion of § 11 of the Holding Company Act, 15 USCA 
§ 79k, p. 156. 


Intercorporate relations, § 19.8 — Holding company simplication plan — Pro- 
cedure. 
4. The Securities and Exchange Commission, in approving a plan for re- 
tirement of the holding company’s prior lien stock pursuant to liquidation, 
properly postponed a determination of the value of the stock in excess of 
a stated minimum value, payment of any possible excess being guaranteed 
by an escrow deposit, since the involved problems in liquidation make the 
disposition of issues in instalments not only fair and equitable but eminently 
sensible, p. 156. 
Intercorporate relations, § 19.8 — Simplification of holding company system — 
Participation in hearing. 
5. The Securities and Exchange Commission did not commit an abuse of 
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discretion by placing an individual representing common stockholders of a 
holding company which was the parent of the subholding company being 
dissolved in the status of limited participation with other groups of stock- 
holders, where that party was given leave to be heard, introduced testi- 
mony, filed briefs, cross-examined witnesses, and made oral arguments, 
since it did not appear that the individual or his clients suffered any dis- 
advantage or were prejudiced in any way by the classification of status, 


p. 157. 


APPEARANCES: Robert Bernstein 
and Samuel J. Levinson, both of New 
York city, for common stockholders of 
Northern New England Co. et al.; 
Harlow B. Lester, Ella Jay Sturgell, 
and Harry G. Slater, all of Philadel- 
phia, Pa., for applicant Securities and 
Exchange Commission; Arthur E. 
Whittemore, of Boston, Mass., for 
Russell B. Stearns; John N. Worces- 
ter, of Boston, Mass., for State Street 
Investment Corporation and others; 
A. Albert Minton, of New York city, 
for Martin Protective Committee for 
preferred stockholders of NEPSCO; 
Leon V. Walker, of Portland, Me., for 
Northern New England Co.; Morris 
L. Forer, of Philadelphia, Pa., for 
David J. Greene, preferred stockhold- 
er for NEPSCO and common stock- 
holder of Northern New England Co. ; 
Charles W. Allen, of New York city, 
Leonard A. Pierce, of Portland, Me., 
E. H. Maxcy, of Augusta, Me., and 
Carl Joyce Gilbert, of Boston, Mass., 
for NEPSCO. 


CuirrorD, DJ: This is a proceed- 
ing brought by the Securities and Ex- 
change Commission! at the request of 
the New England Public Service Com- 
pany* to enforce and carry out a 
plan for the simplification of the cor- 
porate structure of NEPSCO, filed 
pursuant to § ll(e) of the Public 


Utility Holding Company Act of 
1935, 49 Stat 820, 15 USCA § 79k 
(e)* and approved by the Commis- 
sion.* 

The plan submitted here for ap- 
proval and enforcement is one step in 
a series designed eventually to achieve 
the complete liquidation of NEPSCO. 
This particular step concerns the re- 
tirement of two series of prior lien 
stock. The issue presented under this 
proceeding is whether this court, after 
notice and hearing, shall approve such 
plan as fair and equitable and appro- 
priate to effectuate the provisions of 
§ 11 of the Act. 

The present matter has been in liti- 
gation for a long period of time. This 
court feels, therefore, that a brief re- 
view of what has transpired is neces- 
sary for a proper understanding of the 
case. . 

NEPSCO, a Maine corporation, is 
solely a holding company, owning 77.8 
per cent of the common stock of the 
Central Maine Power Company, 80.9 
per cent of the common stock of the 
Public Service Company of New 
Hampshire, and 35.5 per cent of the 
common stock of the Central Vermont 
Public Service Corporation, all three 
being operating companies in their re- 
spective states. In addition, NEPSCO 
has a statutory parent holding com- 





1 Referred to herein as “the Commission.” 
® Referred to herein as “NEPSCO.” 
8 Referred to herein as “the Act.” 
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4 Findings and Opinion. File No. 59-15. 
be | , nl Act Release No. 7511, June 
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pany, Northern New England Com- 
pany. The corporate structure and 
the distribution of voting power in 
this system were determined by the 
Commission on May 2, 1941, to be in 
violation of the provisions of § 11(b) 
(2) of the Act. NEPSCO was ac- 
cordingly ordered to recapitalize on a 
common stock basis or, at its election, 
liquidate its affairs and distribute its 
assets to its security holders. This 
order, not having been appealed, is 
now our starting point. NEPSCO 
has chosen the second alternative of 
this order. 


NEPSCO, carrying out the pro- 


visions of the order, obtained the ap- 
proval of both the Commission and 
this court of a plan to dispose of its 
holdings of debt and stock in New 
England Industries, Inc., Keyes Fibre 
Company, and the Bucksport Water 
Company for cash in the amount of 


$16,500,000. This plan was duly ex- 
ecuted and the sale was consummated 
on October 30, 1945.® 

The present phase of the liquidation 
process was commenced by NEPSCO 
on November 25, 1946, when it filed 
with the Commission a plan dated No- 
vember 23, 1946, for retirement of 
prior lien stock, employing toward the 
accomplishment of this purpose the 
cash proceeds of $16,500,000 received 
from the sale of industrial assets. Aft- 
er proper notice, public hearings were 
held. The above-mentioned plan was 
then superseded by an amended plan, 
dated March 8, 1947, and filed by 
NEPSCO with the Commission on 
March 10, 1947. Proper notice and 
public hearings were had with ref- 
erence to this plan, and on June 27, 


1947 the Commission in its findings 
and opinion found that this amended 
plan was necessary, fair, and equitable 
as required by § 11 (b) of the Act, 
provided that it was amended to re- 
quire payment to the holders of prior 
lien stock in the sum of $100 a share 
plus accrued dividends, the issuance of 
certain certificates of contingent inter- 
est to these holders as evidence of 
their right to receive additional pay- 
ment if such right should later be 
found to exist, and compensation for 
delay in the payment of this latter 
amount.” 

Such an amendment, dated June 30, 
1947, was filed by NEPSCO on June 
30, 1947. And, in accordance with 
§ 11(e) of the Act, it requested the 
Commission to apply to a United 
States district court for enforcement 
of this plan as amended. On July 3, 
1947, this court, having received such 
petition, issued an order for hearing 
to be held on July 24, 1947, proper 
notices to be mailed by NEPSCO not 
later than July 8, 1947. Notice was 
duly given and briefs from the Com- 
mission and three other groups were 
duly received and filed, whereupon 
hearing was had as ordered, on July 
24, 1947. 

Before discussing the salient fea- 
tures of the NEPSCO plan, it is nec- 
essary to mention a factor of great 
concern to all parties in interest. A 
portion of the $16,500,000 proceeds 
of the sale of industrial assets intend- 
ed for use in the retirement of the 
prior lien stock constitutes a capital 
gain and is, therefore, subject to a 
capital gains tax of approximately $3,- 
200,000 unless the relief provisions of 





» on be Release No. 2737; 
Phat te w Bogiand 1 Bub. Service Co. (1941) 
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at. See Holding Company Act Release No. 
6123. 
7 Holding Company Act Release No. 7511. 
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Supplement R of the Internal Revenue 
Code, 56 US Stat 881, October 21, 
1942, apply. Under Supplement R, 
I. R. C. § 371(b), 26 USCA Int Rev 
Code § 371(b), Congress has pro- 
vided against recognition of capital 
gain where: 

(a) An exchange has been made 
by a holding company pursuant to a 
Commission order under § 11 of the 
Act; and 

(b) The proceeds of such sale are 
applied within twenty-four months of 
the date of receipt to retirement of 
the holding company’s stock or the 
purchase by it of additional securities 
of its utility subsidiaries. 

This 24-month period expires on 
October 30, 1947. 

Consequently, the following plan is 
devised, in the interests of all classes 
of NEPSCO stock to take advantage 
of Supplement R by setting apart for 
future determination by the Commis- 
sion certain problems, the final dis- 
position of which could not in all 
probability occur until many months 
after October 30, 1947. 


This court is convinced that this 
situation is not caused by negligence 
or delay on the part of any group in- 
terested in the present litigation. It 
is the inevitable result of highly intri- 
cate and protracted proceedings. The 
time factor is of much importance in 
the disposition of this case. Regard- 
ing this phase of the controversy, all 
parties are in agreement. 

The plan of NEPSCO, as amended, 
provides in brief as follows: 

1. All the prior lien stock of NEP- 
SCO is to be retired. This includes 
118,747 shares of the $7 dividend and 
60,000 shares of the $6 dividend 
series.® 

2. Prior lien stockholders are to be 
paid on a basis of $100 per share plus 
accrued dividends : 

a. Cash or, at the holder’s election, 
common stock in the New Hampshire 
subsidiary at a price per share fixed 
by competitive bidding, subject to the 
right of NEPSCO to reduce pro rata 
elections to receive stock in so far as 
necessary to exhaust the $16,500,000 





8 Comparative data concerning these two 
classes are contained in the following table 
presented by the Commission in its findings 
and opinion. Both types are without par 
value. Excepting the dividend rate, the only 
difference exists in the event of voluntary 
liquidation and redemption, in which the $7 


No. of 

Class of Stock Shares 

Preferred—No Par 
Prior Lien 
$7 Series 
Arrears 


Stated 
Value 


118,747 $11,478,877 


series is entitled to $120 a share plus accrued 
dividends and the $6 series is entitled to $110 
a share plus accrued dividends. On involun- 
tary liquidation, each series is entitled to $100 
a share plus accrued dividends. The dividend 
arrears for each class is adequately shown. 


At $100 Per Share 
Plus Call Price 
Accrued Dividends Including Arrears 
Per Per 
Share Share 


Total Total 


$14,249,640 


$11,874,700 
8,502,780 


$100 
71.604 8,502,780 


$120 
71.604 





11,478,877 


171.604 20,377,480 191.604 22,752,420 





$6 Series 
Arrears 


5,205,000 


6,600,000 


6,000,000 
3,682,500 


100 110 
61.375 3,682,500 61.375 





5,205,000 


161.375 9,682,500 171.375 10,282,500 





Total Prior Lien .. 
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proceeds of the sale of industrial as- 
sets ; 

b. Or (Alternative 1) if no com- 
petitive bidding has been had or if no 
acceptable bids have been received, 
subject to Commission approval, in 
lieu of the price per share of New 
Hampshire stock as determined in 
(a), NEPSCO may itself fix a price 
for New Hampshire stock which is 
the subject of the option, obtaining a 
bank loan for funds, if any, required 
in excess of $16,500,000; 

c. Or (Alternative 2) NEPSCO 
may elect, subject to Commission ap- 
proval, to cancel the option of holders 
of prior lien stock to receive stock, 
valued as in (a) or (b) above, in 
New Hampshire, and may retire all 
prior lien stock in cash, obtaining a 
bank loan for funds required in excess 
of $16,500,000. 


NEPSCO’s Alter- 


3. (Formerly 
native 3; now made an integral part 
of the plan, by the Commission’s pro- 
viso in its approval.) Prior lien stock- 
holders will also receive certificates of 


contingent interest as evidence of 
their right to receive additional pay- 
ment beyond the amount received un- 
der (2) above, but not exceeding $20 
per share for the $7 series and $10 for 
the $6 series, and such compensation 
for delay as shall be finally deter- 
mined, these certificates to be regis- 
tered and transferable, and to become 
void in case a final order shall deter- 
mine no additional amount is payable, 
or in case they are not presented with- 
in five years of a final determination 
that an additional amount is payable. 
This contingent obligation is to be 
guaranteed by a deposit of $4,000,000 
with the plan trustee, under an escrow 
deposit agreement, a sum estimated to 


be amply adequate to cover the maxi- 
mum amount payable, plus reasonable 
interest, expenses, and fees. 

For a more detailed and exhaustive 
discussion of the background of this 
proceeding and description of the plan, 
reference is hereby made to the find- 
ings and opinion of the Commis- 
sion.® 

[1,2] The court subscribes to the 
view taken by Judge Leibell, Re Elec- 
tric Bond & Share Co. (1946) 71 
PUR NS , 73 F Supp 426, 443, 
“The province of the district court in 
a § 11(e) enforcement proceeding is 
that of a reviewing authority. ‘ 
The court cannot amend or modify 
the plan and then enter an order of 
approval since § 11(e) provides that 
the plan must in the first instance be 
approved by the Commission.” 

The court must consider in making 
its findings the findings made by the 
Commission, and, if satisfied that 
these findings have been made after 
fair hearings, and that the plan is fair, 
equitable, and appropriate, and sup- 
ported by substantial evidence, the 
court should approve it. An exami- 
nation of the findings and opinion of 
the Commission convinces this court 
that all parties in interest were af- 
forded every opportunity to be heard, 
that all evidence submitted was given 
careful consideration, and that due 
weight was given to the arguments 
and contentions of the various coun- 
sel who participated in the numerous 
hearings. 

Contrary to the statements of one 
of the objectants, this court is satisfied 
that the Commission paid more than 
“lip service” to the standards of the 





9 Holding Company Act Release No. 7511. 
To be found on pages 3 to 8 of the Commis- 
sion’s printed copy. 
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evaluation of rights surrendered in a 
simplification proceeding occasioned 
by the Act, as set forth in Otis & Co. 
v. Securities and Exchange Commis- 
sion (1945) 323 US 624, 89 L ed 
511, 57 PUR NS 65, 65 S Ct 483. 
The Commission made a reasonable 
attempt to fix the value of the prior 
lien stock on a going concern basis, 
apart from the impact of § 11. A 
brief review of the Commission’s rea- 
soning will indicate the basis for the 
confidence of the court that discretion 
has not been abused. 

[3] In the first place, the Commis- 
sion held that retirement of the prior 
lien stock following an order of the 
Commission that NEPSCO either 
adopt a one-stock structure or liqui- 
date was not a voluntary redemption 
within the meaning of the company’s 
bylaws. Certain prior lien objectants 
have made much of the fact that the 
Commission’s order of May 2, 1941, 
9 SEC 224, gave NEPSCO an elec- 
tion and that NEPSCO in choosing 
one means of compliance over the 
other was performing a “voluntary” 
act, such that prior lien stockholders 
merited the call premiums of $20 for 
the $7 series and $10 for the $6 
series. 

These proceedings, however, are 
the result of the application of the pro- 
visions of the Act itself. The action 
of NEPSCO is basically the result of 
compulsion. The election goes only 
to the procedural aspects of the case. 
The situation invites analogy. The 
court in City National Bank & Trust 
Co. of Chicago v. Securities and Ex- 
change Commission (1943) 48 PUR 
NS 195, 134 F2d 65, 67, refers to 


the instance of a man who enlists in 
the Army at a time when his being 
drafted is imminent. In such a case, 
the action taken would not be com- 
monly understood as voluntary. Of 
course, fact situations differ, and it is 
true that this court has had no case 
called to its attention where compli- 
ance with an alternative order was in 
issue. But this court feels that to at- 
tach a consequence to this form of or- 
der directly opposed to that given an 
order not providing for company elec- 
tion would be to deprive the Commis- 
sion of an opportunity to bring about 
changes contemplated by the Act with 
a minimum of interference with the 
internal workings of business. Not 


only, therefore, is the Commission’s 
understanding of NEPSCO’s “elec- 
tion” in accord with the common sense 
view but it is a step in the direction 


of minimizing needless friction be- 
tween government regulation and pri- 
vate business. As Justice Reed stat- 
ed in Otis & Co. v. Securities and Ex- 
change Commission, supra, at p. 73 of 
57 PUR NS: “We must assume 
that Congress intended to exercise its 
power with the least possible harm to 
citizens.” 

This court finds, therefore, as did 
the Commission, that the proposed re- 
tirement is not a voluntary redemp- 
tion. 

[4] A second determination of the 
Commission, objected to by certain 
common stockholders of Northern 
New England” and certain prior lien 
stockholders of NEPSCO, was the 
setting apart of the question of value 
incident to the prior lien stock over 
and above the $100 plus accrued divi- 





10 Representing a minority of Northern New 
England common stock, the ——— being 
otherwise represented in these proceedings by 
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dends for future decision, payment of 
any possible amount being guaran- 
teed by the escrow deposit. The at- 
titude expressed by. objections was 
that it was improper to go at the prob- 
lem of evaluation in a piece-meal fash- 
ion. No authority for this position, 
however, was cited, and this court 
feels that the involved problems in 
this liquidation make the disposition 
of issues in instalments not only fair 
and equitable but eminently sensible. 
All parties to the hearing expressed 
their keen interest in realizing the tax 
advantage afforded by Supplement R 
of the Internal Revenue Code. To 
stress this objective and at the same 
time to press for an immediate deter- 
mination of the issue as to whether 
there is a fair investment value in the 
prior lien stock rights over what the 
Commission has found to be the in- 


disputable minimum is to wish to 


“have one’s cake and eat it too.” As 
all interests are adequately protected 
by the escrow deposit agreement and 
the certificates of contingent interest, 
the procedural objection is dismissed 
as not being sound.” 

[5] A third objection was made by 
certain common _ stockholders of 
Northern New England Company, a 
parent holding company of NEPSCO, 
represented by Samuel J. Levinson, 
that fair treatment had been denied 
them by refusing to admit them as 
parties to the proceedings before the 
Commission. Mr. Levinson was given 
leave to be heard, introduced testi- 
mony, filed briefs, cross-examined 
witnesses, and made oral arguments. 
His clients were placed in the status 
of “limited participation” with six 


other groups of stockholders, it being 
the procedure of the Commission un- 
der their Rule of Practice XVII(d) 
to admit only companies as “par- 
ties.” 

Section 19 of the Act, 15 USCA 
§ 79s, gives the Commission discre- 
tion by saying that it “may admit as 
a party any representative of 
security holders, or any other person 
whose participation in the proceed- 
ings may be in the public interest. 

. .” (Emphasis supplied.) At 
the hearing before this court, it did 
not appear that Mr. Levinson or his 
clients suffered any disadvantage or 
were prejudiced in any way by the 
Commission’s classification of status. 
This in no way constituted an abuse 
of discretion. 

The fourth objection in the present 
proceedings concerned the main sub- 
stantive issue of placing a minimum 
valuation on the prior lien stock of 
$100 a share plus accrued dividends. 
Thousands of pages of exhibits were 
studied and the opin‘ons of experts 
called by the various parties and 
groups at the hearings were carefully 
weighed and considered. The Com- 
mission studied and analyzed the var- 
ious intricate and complex factors 
which are part and parcel of a busi- 
ness enterprise of the magnitude of 
NEPSCO. It considered the influ- 
ence of the provisions in the bylaws 
with regard to liquidation preferences, 
although rejecting, as seen above, the 
contention that the prior lien stock 
could invoke the call premium, as 
such. It looked at the past ten years 
of NEPSCO’s operation, taking into 
consideration both the corporate and 





11 See Re Electric Bond & Share Co. (1946) 
71 PUR NS —, 73 F Supp 426, Leibell, D. J., 
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the consolidated coverage of fixed 
charges and the prior lien stock divi- 
dend requirements. It gave particular 
weight to the estimate of heads of the 
several operating subsidiaries concern- 
ing the prospects of future earnings, 
embracing future prospects of wage 
scales, rate scales, fuel costs, tax rates, 
depreciation policy, and construction 
programs, drawing the conclusion that 
these three companies reasonably ex- 
pect in 1947-1949 earnings “slightly 
more favorable than the companies 
have experienced to date. These esti- 
mates appear to reflect the continua- 
tion of a moderate growth in domestic, 
commercial, and industrial electric en- 
ergy sales.”’* The Commission also al- 
lowed for the fact that, were NEP- 
SCO not to liquidate, the $16,500,000 
received in the sale of its industrial as- 
sets would have been invested in the 


common stocks of its subsidiaries and 
yielded a substantial return. 

The Commission paid considerable 
attention to the expert witness pro- 
duced by the objecting common stock- 
holders of Northern New England, 
pointing out that his top estimate of 


earnings available to the common 
stock of the operating subsidiaries was 
lower than the actual earnings, as ad- 
justed, in the 10-year period, 1937- 
1946." This court’s analysis of the 
extensive brief filed by counsel for 
these Northern New England stock- 
holders reveals a large number of ob- 
jections to assumptions and percent- 
ages employed by the Commission. 
Basing his conclusions on an array of 
rates and assumptions opposed to 


DISTRICT COURT 


those of the Commission, the objec- 
tants’ expert witness, Mr. Bauer, es- 
timated a top value of $115 per share 
for the $7 series and $100 per share 
for the $6 series. 

It is evident to the court that the 
Commission took into account every 
factor discussed by Mr. Bauer; the 
basic disagreement concerns the prop- 
er weight to be assigned each. The 
data available to the Commission were 
reliable and the assumptions and meth- 
ods reasonable. The conclusions of 
the Commission were supported by 
substantial evidence. 

This court finds, therefore, as a fact 
that the plan submitted by NEPSCO 
and amended pursuant to order of the 
Commission is appropriate to effec- 
tuate the provisions of § 11 of the Act 
and is fair and equitable to all classes 
of stockholders in NEPSCO, the 
amount determined immediately pay- 
able to the holders of the prior lien 
stock being no more than the just 
equivalent of their rights, yet consti- 
tuting a minimum value beyond rea- 
sonable dispute, and the certificates of 
contingent interest providing adequate 
protection for whatever rights may 
later be determined to exist. 

As a conclusion of law, the plan as 
amended to comply with the Commis- 
sion’s order should be and is hereby 
approved by this court and an appro- 
priate order entered to enforce and 
carry out its provisions, granting the 
relief prayed in the application pre- 
sented to this court by the Commis- 
sion. 

A form of order may be submitted. 





12 Printed copy of Findings and Opinion of 
ee, p. 21. Release No. 7511, June 


27, 194 
13 These adjustments reflect present capi- 


talizations, present depreciation policies, the 
elimination of transportation properties not 
owned or operated by subsidiaries, and certain 
other minor adjustments made by NEPSCO. 
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RE WASHINGTON GAS LIGHT CO. 


FEDERAL POWER COMMISSION 


Re Washington Gas Light Company 


October 21, 1947 


PPLICATION for approval of accounting for extraordinary 


property losses; granted. 


Accounting, § 14 — Extraordinary property losses — Retirements — Conversion 


to natural gas. 


1. The extraordinary property loss sustained upon the dismantling of a gas 
plant by reason of conversion to natural gas may, subject to adjustments 
for salvage and removal expense, be charged to Account 141, Extraordinary 
Property Losses, to be amortized by charges to Account 506, Property 
Losses Chargeable to Operations, over a 10-year period, p. 160. 


Accounting, § 14 — Extraordinary property losses — Conversion to natural gas — 


Depreciation. 


2. Accelerated depreciation in a mixed gas plant, resulting from conversion 
to natural gas, may be charged to Account 503.1, Depreciation, and upon 
removal of the plant from service the undepreciated balance may be charged 
to Account 141, Extraordinary Property Losses, to be amortized by charges 
to Account 506, Property Losses Chargeable to Operations, over a 10-year 
period, where after conversion to natural gas it is expected that this station 
will be operated for a period not exceeding ten years, p. 160. 


(Ops, Commissioner, dissents.) 


By the Commission: It appears to 
the Commission that: 

(a) On September 18, 1947, Wash- 
ington Gas Light Company (“appli- 
cant”) filed an application for an or- 
der approving its proposed account- 
ing for extraordinary property losses 
of $7,275,890, resulting from facili- 
ties abandoned or to be abandoned by 
it in Washington, D. C., by reason of 
the conversion from mixed gas to nat- 
ural gas. 

(b) Applicant states that its West 
Station and Takoma Station are at 
present being dismantled and that it 


159 


expects to operate its East Station for 
a period not exceeding ten years for 
the purpose of modifying peak load 
demands for natural gas and for emer- 
gencies. 

(c) Applicant proposes to charge 
the sum of $2,241,197, representing 
loss, subject to adjustments for sal- 
vage and removal expense, resulting 
from the dismantling of applicant’s 
West Station and Takoma Station, to 
Account 141, Extraordinary Property 
Losses, and to amortize such amount 
by charges to Account 506, Property 
Losses Chargeable to Operations, over 
71PURNS 
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a 10-year period, beginning January 
1, 1948. 

(d) Applicant further proposes to 
provide for accelerated depreciation on 
the sum of $5,034,693, representing 
the original cost not provided for by 
accrued depreciation of East Station, 
by charges to Account 503.1, Depre- 
ciation ; upon removal of East Station 
from service to charge the undepreci- 
ated balance to Account 141, Extraor- 
dinary Property Losses, and to amor- 
tize such balance by charges to 
Account 506, Property Losses Charge- 
able to Operations, over the remainder 
of the 10-year period, beginning Jan- 
uary 1, 1948. 

(e) Applicant’s proposed account- 
ing has been approved by the Public 
Utilities Commission of the District 


of Columbia in its Order No. 3261, 
dated September 24, 1947. 

The Commission finds that: 

[1, 2] The proposed accounting for 
the loss of the $7,275,890 described in 
paragraphs (c) and (d) hereof is rea- 
sonable and appropriate for the pur- 
poses of the Natural Gas Act; provid- 
ed, however, that the amount to be 
amortized shall be adjusted for sal- 
vage and removal expense. 

The Commission orders that: Ap- 
plicant’s proposed accounting associat- 
ed with the losses described in para- 
graphs (c) and (d) hereof be and the 
same is hereby approved; provided, 
however, that the amount to be amor- 
tized shall be adjusted for salvage and 
removal expense. 
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Industrial Progress 


A digest of information on new construction by pri- 
vately managed utilities; similar information relating 
to government owned utilities; news concerning prod- 


ucts, supplies and services offered by os gestalt 
also notices of changes in personnel. 


$280,000,000 Program Planned 
By Consolidated Edison 
C 


ONSOLIDATED Epison CoMPANY OF NEW 

York, INc., is planning a $280,000,000 con- 

struction and expansion program for the next 
four years, 1948-1951. 

The major portion of the program involves 
an expansion of the System’s electric generat- 
ing and distribution system. It includes equip- 
ment to increase the net normal production 
capacity from the present 2,550,000 kilowatts to 


3,000,000 kilowatts at the end of the period. 


Increases in substation, transmission, and dis- 
tribution facilities are also included in the 
program. 

New electric production and distribution fa- 
cilities account for three-quarters of the pro- 
gram. A major part of the electric construction 
program is the enlargement of the southern 
section of the Waterside electric generating 
station at 39th street. Substantial additions to 
gas manufacturing plants also are planned to 
take care of increased gas demands. 

Construction expenditures for 1948 are esti- 
mated at $86,000,000 out of the total of $280,- 
000,000 for the four-year program 1948-1951. 


Springfield Boiler Names 
Rehm as Chief Engineer 


Comme BorterR Company, Springfield, 
Illinois, has announced the appointment of 
Gustav A. Rehm, formerly identified with the 
Riley Stoker Corporation of Worcester, Mas- 
sachusetts, as chief engineer for the Springfield 
organization and head of all engineering ac- 
tivities in connection with steam generators 
and related equipment. Mr. Rehm is well 
known to the engineering profession through- 
out the world as a result of the prominent part 
he has had in boiler design and development. 

As chief engineer, Mr. Rehm succeeds W. 
Ross Irwin who has recently engaged in a pri- 
vate engineering practice with headquarters in 
Springfield, Illinois. Mr. Irwin continues to be 
available to the company as a consultant and is 
specializing in the supervision of steam plant 
operation for clients located in the Middle 
West. 


Southern Natural Gas Co. to 


Increase System Capacity 

Govt Naturat Gas Company has been 
J authorized to construct and operate facili- 
ties to increase the capacity of its main natural- 
gas transmission pipeline to 384,500,000 cubic 
feet a day and to serve several new markets 
in Mississippi and Alabama. Cost of the con- 
struction has ben estimated at $12,296,610. 


$38,000,000 Expenditure Planned 
By Alabama Power 


URING 1948 Alabama Power Company will 
spend $38,000,000 for operating expenses 
and construction, President Thomas W. Mar- 
tin announced recently. This represents the 
largest total expenditure for these purposes in 
the history of the company and is contingent 
on the company’s income holding up during 
the year. Among the items included in the fig- 
ure are operating and maintenance expendi- 
tures totaling over $20,000,000. A major item 
of expenditure will be the more than one mil- 
lion tons of coal to be used in the company’s 
steam generating plants. 
The total construction expenditures will be 
approximately $18,000,000 of which nearly 8 
million will be used toward the completion of 
the 120,000 kilowatt steam generating plant, 
construction of which was started in Gadsden 
in June, 1947. The plant is expected to be in 
operation early in 1949. Approximately $382,- 
000 will be used in preparation for the installa- 








This Sherman Lug 
Is Made to Handle 


HEAVY 


Sherman 

@ Wrought 
Termieets 

© Ground 
Clamps 

© Solderless 
Lugs 


@ Fixture 
Connectors 


Here is a heavy duty wrought cop- 
per lug with the strength, weight 
and construction to do the ha 

jobs—handle big loads. Precision 
made, free from defects, with 
FLAT contact surfaces. For trans- 
formers, circuit breakers and other 
heavy duty electrical equipment. 


ShHeErMaD iccry duty tus 


H. B. SHERMAN MFG. CO., Battle Creek, Michigan 
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SURFACES 


for the wrenches make the Penn-Union 
connector more practical—you grip it 
from ANY angle, with ANY kind of 
wrench (box, socket or open-end). 


If you have ever spliced wires and cables 
in real mean locations, you probably are 
a strong "booster" for Penn-Union Con- 
nectors— 


Because you know how much easier they 
are to use in close quarters: Working up 
against a wall . . . squeezing into small 
boxes, to join short ends of stiff wire . . . 
reaching around pipes, and splicing wires 
in dark holes where you can hardly see. 


Developed by 20 years of constant im- 
provement. Accurately made, with rigid 
engineering inspection. Re-usable over 
and over. Can be furnished in Bronze 
or Aluminum. 


Sold by Leading Wholesalers 


PENN-UNION ELECTRIC CORP., ERIE, PA. 
The COMPLETE Line of Conductor Fittings 


PENN-UNION 


C_ecan ttle vr acete ee ee ee ee 





tion of an additional hydro-generating unit at 
Mitchell dam, expected to be in operation late 
in 1949. Construction expenditures at other 
steam and hydro-operating plants will total 
$150,000. New transmission substations will 
total over $1,000,000 and additional transmis- 
sion lines costing $286,000 will be built. 

Alabama Power Company will continue its 
program of extending electric service into ru- 
ral areas and expects to devote nearly $2,000,- 
000 to this purpose during 1948. Additions and 
improvements to the distribution system as a 
whole will cost nearly $6,000,000. Other items 
include $88,000 for improvements at the com- 
pany’s Gorgas coal mine; $52,000 for housing 
at its Gorgas steam plant ; $30,000 for additions 
to its communication system, and $120,000 for 
additional tools and equipment. 

The company’s enormous operating, mainte- 
nance and construction program will require 
the purchase of automotive equipment for ad- 
ditions and replacements totaling $475,000 in 
value. Construction estimates do not include 
the 100,000 kilowatts of new generating capac- 
~ Fray in the fall of 1947 for operation in 
1951. 


Commonwealth Edison to Build 
$100,000,000 Power Plant 


ONSTRUCTION of a new generating station 
for Chicago is planned by the Common- 
wealth Edison Company. 

The first unit of the proposed $100,000,000 
plant will be started this spring. It will consist 
of a 150,000 kilowatt generating unit, a build- 
ing capable of housing that unit, and an addi- 
tional 150,000 kilowatt generating unit if and 
when it is decided to install it. The initial con- 
struction cost will include $34,000,000 for the 
power station and $2,000,000 for the transmis- 
sion unit. 

The project is part of the company’s expan- 
sion program, which called for a $200,000, 
budget for 1947, 1948, and 1949, During 1947, 
$67,000,000 was spent. 


New Mechanical Fuel Oil 
Burning System Catalog 


CHUTTE AND KoertiING CoMPANy has issued 

a new three color 8-page bulletin on me- 
chanical fuel oil burners used for operating 
steam boilers in industrial and power plants. 
Photographs, text, and drawings describe the 
burners, together with general information on 
their construction and operation. 

Tables, drawings, and charts give compre- 
hensive data on dimensions, pressure capacities, 
and weights of the various burners, forced and 
natural draft air control registers. Pumpi 
systems for fuel oil burners are also descri 
Photographs show typical applications of the 
burners, including a large utility. 

Copies may be obtained by writing for bul- 
letin 16A to Schutte and Koerting Company, 
12th and Thompson streets, Philadelphia 22, 
Pennsylvania. 

(Continued on page 25) 
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(Case History #96) 


THE CUSTOMER'S DIGNITY WAS HURT . . . but the 
store had worse wounds to lick, Their floors were 
slippery; shoppers constantly took spills. Many 
were minor, but serious injuries hit a two-a-week 
average. While claims piled up, the store’s repu- 
tation dropped. 








“Can we write our own insurance?” the store 
asked itself. “Insurance companies can’t carry poor 
risks.” So when the insurance men blamed the slippery 
floor polish, the store asked advice. “Call in Legge,” 
was the answer. 


Polished floors CAN be safe! A Legge floor expert 
proved that. Six mfonths ago he introduced a floor 
maintenance program that gave the store bright-look- 
ing, Non-Slip floors. Not a single shopper bas slipped 
since then! 


ARE YOUR INSURANCE RATES TOO HIGH? 
Your accident record determines your liability insurance rates, Slippery floors keep both 
high. That’s one of the “hidden” costs of old-fashioned floor maintenance discussed 
in our free booklet, “Mr. Higby Learned About Floor Safety the Hard Way.” 
It reveals other drains on overhead; tells how a Legge expert engineers a scientific 
upkeep plan to your floors that saves life, limb and dollars. 


Lt gtF ¥ 0 WON-SL/P FLOOR 
_—— G. LEGGE COMPRES INC. —_ 


T f Floor. 
New York « © St.Louis + Chicago + Ft. Worth © Clevelend pf P?° 
losAngeles « pe NE ery * Denver «+ Rochester © talent * Detroit a 


WALTER G. LEGGE CO., INC. 

11 West 42nd St., New York 18, N. Y. 
360 N. Michigan Ave., Chicago 1, Ill. 
Gentlemen: 

Please send me your free book, “Mr. 
Higby Learned About Floor Safety the 
Hard Way.” 


Signed 


IT’S YOURS WITHOUT OBLIGATION. For your 
copy, clip coupon to your letterbead and mail. 
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YOU CAN ALWAYS COUNT ON 


EXIDE BATTERIES 
FOR DEPENDABLE CONTROL BUS OPERATION 


With Exide Batteries on the job, other storage battery tasks. 


you can be certain of prompt and Ey ide Batteries have earned the con- 
powerful action the instant it is fidence of engineers everywhere, 
needed. Because of their depend- and their widespread use is proof 
able performance through many _ of their dependability, long life and 
years, Exide Batteries are preferred ease of maintenance. 

by leading sta- 


Whatever your 
tions for control & storage battery 
bus and switch- problems may be, 
gear operation, Exide engineers 
emergency light- will be glad to help 


ing service and you solve them. 


BATTERIES 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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INDUSTRIAL PROGRESS—( Continued) 





(Continued from page 22) 
New Bulletin on Utility 
Pump Offered 


our new self-priming portable pumps ex- 

pressly designed for utility company main- 
tenance work are described in a new bulletin 
just released by Marlow Pumps. 

Lightweight aluminum construction, mini- 
mum floorspace requirements, and governor- 
controlled 4-cycle engines are among the fea- 
tures of the line. All four models are guaran- 
teed to prime and reprime automatically at 
suction lifts to 28 feet high at sea level. 

The bulletin contains performance tables, 
based on actual tests, stating the efficiency of 
each pump at heads from 15 to 70 feet. Ac- 
cording to the manufacturer, the pumps pass 
large quantities of solids so dependably that 
no clean-out hole is needed. 

Copies of the bulletin, “Facts about a Better 
Pump for Utility Use,” are available upon re- 
quest from Marlow Pumps, 201 Greenwood 
avenue, Ridgewood, New Jersey. 


Hope Natural Gas Plans 
Expansion Program 


H= Naturat Gas Company has applied 
for authority to construct facilities en- 
abling it to receive a total of 200,000,000 cubic 
feet of natural gas daily from Tennessee Gas 
Transmission Company. 

The application covers facilities which Hope 
proposes to install during 1948 to enable it to 


receive and transport an additional 35,000,000 
cubic feet per day obtained from Tennessee Gas 
over and above the 165,000,000 cubic feet for 
which facilities are presently installed. 


Construction Loans Announced 


Capac loans — chiefly for distribu- 
tion lines, system improvements or new or 
additional generating capacity—recently were 
made to the following enterprises by the Rural 
Electrification Administration : 

Benton County Electric Codperative Associa- 
tion, Vinton, Iowa, $150,000 

Central Iowa Power Cooperative, Cedar 
Rapids, Iowa, $1,100,000. 

Illinois Valley Electric Codperative, Prince- 
ton, IIl., $275,000. 

Central Minnesota Codperative Power Asso- 
ciation of Redwood County, Clements, Minn., 


,000. 
Rural Electric Codperative, Lindsay, Okla., 


East Central Oklahoma Electric Codpera- 
tive, Okmulgee, Okla., $435,000. 
Southeastern Electric Cooperative, Durant, 
Okla., $260,000. 
* rot River Electric Codperative, Gaffney, 
pantie E "Electric Association, Clear Lake, S. 
Kaufman County Electric 
Kaufman, Tex., ,000. 
J-A-C Electric Codperative Association, 
Bluegrove, Tex., $126,000 


Cooperative, 





Personnel Directors! 


A new and rapid technique for urinalysis is now being recommended 
by leading Life Insurance Companies to their Medical Examiners. Both 
albumin and sugar tests can be made on only one 5-drop sample. No 


liquids, no heating. 


This procedure is so accurate and timesaving that your medical 
department should have full information. 


Ideal for use in physical examinations of personnel. 


SEND US THE NAME AND ADDRESS OF MEMBERS OF YOUR MEDICAL STAFF 
INTERESTED IN URINALYSIS AND WE WILL SEND FULL INFORMATION. 


Cargille Scientific Inc. 


Mention the FortnicHtty—It identifies your inquiry 


118 Liberty Street, 
New York 6, N. Y. 





FEB, 26, 1948 





Public Utilities Fortnightly 




















Synthol Type T.W. is the 
most desirable and lowest cost 
Building Wire for use in WET 
LOCATIONS under Sec. 3102b 
of the 1947 National Electrical 
Code in raceway systems: 
(1) Underground (2) In con- 
crete slabs or other masonry 
in direct contact with earth 
(3) In wet locations (4) 
Where condensation or ac- 
cumulation of moisture within 
the raceway is likely to occur. 





CRESCENT SYNTHOL 





CRESCENT 


WIRE and CABLE 


CRESCENT INSULATED WIRE & CABLE ce 
TRENTON, N. J. : 


| 
FOR’. 


CRESCENT SYNTHOL Building Wires and Cables are insulated 
with a special, tough, thermoplastic compound that results 
in wires of unexcelled Permanence, Safety, Adaptability 
and Value. They combine high dielectric and mechanical 
strength with the following desirable features. 

SMALL DIAMETER—has smallest outside diameter for same 
conductor size, permitting more conductors, or larger con- 
ductors in same space. 

FLAME RETARDING—SYNTHOL insulation will not support 
combustion. 

LONG LIFE—practically unaffected by continuous exposure for 


years to sunlight or air; more stable than any rubber insulae * 


tion. 

RESISTANT to moisture, acids, alkali and most chemical sol- 
vents. 

OILPROOF—cutting oils, greases and petroleum solvents do 
not injure SYNTHOL. 

BRIGHT COLORS—non fading, the insulation is the same 
color throughout so color will not scrape off; easily cleaned; 
twelve colors. 

FREE STRIPPING—makes splicing and soldering easier and 
faster. 

EASY PULLING—because SYNTHOL wires have a permanent 

clear wax lubrication on their hard, smooth, abrasion re- 

sistant surface. 
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MORE SAFETY from All-’Round Vision 
of New “Pilot-House” Cabs! 

ote the tremendously in- 
reased vision of the new 
Dodge cabs. Windshields and 
jindows are higher and wider. 
ew rear quarter windows are 
vailable —adding still more to 
sion, and safety. You get 
ue “Pilot-House”’ vision. 
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FIT THE JOB. 


MORE COMFORT from New Adjustable 

“Air-0-Ride” Seats! 
““Air-O-Ride”’ seats give you 
exactly the comfort you want. 
You may have a “soft”, 
“firm” or ‘“‘medium”’ seat 
simply by moving a lever at 
bottom of front seat. Seat can 
be adjusted seven full inches 
to accommodate driver. 


Set-kaled TRUCKS 


LAST LONGER 


MORE SAFETY... MORE COMFORT 
.. from New All-Weather Ventilation! 


Whether it’s 10° below or 
100° above—you can be com- 
fortable! Available is an ingen- 
ious combination of fresh air 
intake, newly designed hot 
water truck heater, with fan, 
defroster tubes, vent windows 
and cowl ventilator. 


NEW LEFT 
OR RIGHT TURN 


. 

EASIER HANDLING Because of New 

Chassis Design! 
By moving the front axle back 
and the engine forward, Dodge 
has achieved improved ma- 
neuverability and better 
weight distribution. Wider 
front axle tread ... and a new 
type of cross steering... permit 
considerably shorter turning 
diameters. 


PR an Ain ach 30 hs an are 
be “Job-Rated,” too! 
Every unit of your truck... 
from engine to rear axle .,. 
will be “‘Job-Rated” for econ- 
omy, dependability, perform- 
ance, and long life. The 248 
basic chassis and body models 
are engineered and built for 
gross vehicle weights up to 
23,000 lIbs., and for gross 
train weights up to 40,000 Ibs. 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals 
valuations, special reports, investigations, design, and contruction. > * > 





Tue American Arppraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


$¢ Ford, Bacon & Davis 


Bad VALUATIONS F Pf CONSTRUCTION 
REPORTS Ngineers RATE CASES 
NEW YORK © PHILADELPHIA @ CHICAGO e LOS ANGELES 














GILBERT ASSOCIATES, Inc. 





SPECIALISTS 


sac POWER ENGINEERING SINCE 1906p. assciny and Expediting, 


Steam, Electric, Gas, Hydro, 


Designs and Construction, Serving Utilities and Industrials Rates, ety me 
Operating Betterments, Personnel Relations, 


Inspections and Surveys, Reading ? Philadelphia Original Cost Accounting, 
Feed Water Treatment. Washington e® New York Accident Prevention, 











FREDERIC R. HARRIS, INC. 

FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 
ENGINEERS 
Reports Designs Management 
NEW YORK 
Atlanta Knoxville Philadelphia San Francisco 
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HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 





Jee Hu ike n J ‘ Coypovalion 


ENGINEERS ” P CONSTRUCTORS 


518 Walnut Street 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 
REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 
120 Broadway New York 














CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Reports 


Steam, Hydro Electric and Diesel Plants 
Beston 10, Mass. === Washington, D. C. 





(Professional Directory Continued on Next Page) 
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Pioneer Service oS Enipeeerind Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CONSULTING, DESIGNING AND 


OPERATING ENGINEERS 
PURCHASING 





231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 











DESIGNING «© ENGINEERING * CONSTRUCTION 
PIPING * EQUIPMENT ¢ SURVEYS ¢« PLANS 


Plants Additions or Installations . 
ared to more profitable operation. 


ieee: site Aas Ws 
° CONSTRUCTORS . MANUFAC TURERS 
eB Age = 


iles, Refinery Catalo etc for details 
g 








ENGINEERS 
AND 
CONSTRUCTORS 


SANDERSON & PORTER Sap 














Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Uiilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, Ill. 








E. A. STEINBERGER 


Consulting Valuation Accountant and Engineer 


Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 


Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 
1309 Liberty Bank Building Dalles 1, Texas 











The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals | 


Consulting Enginee 
80 BROAD STREET ied NEW YORK 4, N. Y. 


Feb: 





o~ 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 
Water, Sousse oad tadustytas Waste Problems 
Airfields, incinerators, Industrial Bullidings 
City Seametene Reverts. Valuations, Laboratory 


1528 WALNUT STREET PHILADELPHIA 2 


LUCAS & LUICK 
ENGINEERS 
DESIGN CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS: REPORTS, RATES 


231 S. LaSaxe St., Cxicaco 








BLACK & VEATCH 
CONSULTING ENGINEERS 
Appraisals, investigations and = = re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


FRANK O’NEILL 
Public Utility Consultant 
612 No. Michigan Ave., Chicago 4, Illinois 


A 41. a 


lol, insurance, tax, rate case 
werk and original cost studies. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


ROBERT T. REGESTER 


Consulting Engineer 


Hyprautic Structures — UTILITIES 
FLoop Contro: — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 


A. S. SCHULMAN ELEctric Co. 
Contractors 
TRANSMISSION LINES—UNDERGROUND DistRI- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH Dgarsorn St. Cuxicaco 














Francis S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation — Service Life 
Studies — Construction Cost Indexes — 
Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 














JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN-—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 


K. TOEPPEN 
ENGINEER 
CoNSULTATION—I NVESTIGATION—REPORTS 
MARKET AND MANAGEMENT SURVEYS 
VALUATION, DEPRECIATION AND RATE 


ATTERS 
639 South Spring Street, Los Angeles 14, Calif. 
261 Broadway, New York 7, N. Y. 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan © 
Appraisals - Investigations - Reports 
rate tier” gp nn ngs fixed capital 
reclassification, original cost, security issues. 








WESTCOTT & MAPES, inc 


ARCHITECTS & ENGINEERS 
INVESTIGATIONS ¢ REPORTS 
DESIGN ee SUPERVISION 
New Haven, Connecticut 
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PIONEERS OF SERVICE 


Pioneering—clearing a new right of way 
for electric primaries, water main exten- 
sions or gas lines—is greatly simplified by 
using the bulldozing power of Inter- 
national Diesel Crawler Tractors. 

The job gets done economically and 
quickly, for these are fast and power- 
ful tractors. And the matched bull- 
dozers and other equipment sup- 
plied for them by International 


Industrial Distributors give these versa- 
tile crawlers the ‘“‘edge’’ on any land 
clearing or earthmoving job. 

Let your International Industrial Power 
Distributor help select the tractors for 
your construction program. 


Industrial Power Division 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Ave. Chicago 1, Illinois 


NTERNATIONAL POWER 


CRAWLER AND WHEEL TRACTORS «+ DIESEL ENGINES » POWER UNITS 
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